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NEW ISSUE — BOOK-ENTRY-ONLY RATINGS: Moody's Aaa
Standard & Poor's: AAA
Fitch's: AAA

(AMBAC Insured)

In the opinion of Orrick, Herrington & Sutcliffe LLP, Special Counsel, based upor an analysis of existing laws, regulations, rulings and court
decisions, and assuming, among other matters, compliance with certain covenants, the portion of each Base Rental Payment attributed to and
constituting interest paid by the County under the Sublease and received by the registered owners of the Certificates is excluded from gross income for
Jederal income tax purposes under Section 103 of the Internal Revenue Code of 1986 and is exempt from State of California personal income taxes. In
the further opinion of Special Counsel, such interest portion of each Base Rental Payment is not a specific preference item Jor purposes of the federal
individual or corporate alternative minimum taxes, although Special Counsel observe that such interest is included in adjusted current earnings in
calculating corporate alternative minimum taxable income. Special Counsel expresses no opinion regarding any other tax consequences caused by the
ownership or disposition of the Certificates, or the acerual or receipt of the portion of each Base Rental Payment attributable to and constituting such
interest. See “Tax Matters” herein.

$73,115,000

COUNTY OF SAN DIEGO
Certificates of Participation
(1998 Downtown Courthouse Refunding)
Evidencing Proportionate Undivided Interests of the Owners
Thereof in Base Rental Payments to be Made by the
County of San Diego to the San Diego County Capital Asset Leasing Corporation

Dated: January 1, 1999 Due: May 1, as shown below

The County of San Diego Certificates of Participation (1998 Downtown Courthouse Refunding) (the “Certificates™) are being executed and
delivered for the purpose of providing funds (i) to refund the outstanding San Diego Regional Building Authority Lease Revenue Bonds (Downtown
Courthousc and Justice Facility Project) (the “Prior Obligations™), {ii} to fund a reserve fund in connection. with the Certificates, and {iii) to pay
certain d;;:osts of issuance incurred in connection with the Certificates, See “Plan of Refunding” and “Estimated Sources and Uses of Certificate
Proceeds” herein.

Interest represented by the Certificates will be payable semiannually each May 1 and November 1, commencing on May 1, 1999, Sce “The
Centificates” herein. The Certificates will be issucd in book-entry form only and, when delivered, will be registered in the name of Cede & Co., as
nomince of The Depository Trust Company, New York, New York (“DTC"), which will act as securities depository for the Certificates. Individual
purchases of the Certificates will be made in book-entry form only. Purchasers of the Certificates will not receive certificates representing their
ownership interests in the Certificates purchased. The Certificates will be issuable in the principal amount of $5,000 and any intcgral multiple thereof,
Principal and intcrest payments represented by the Certificates are payable directly to DTC by State Street Bank and Trust Company, N.A., as trustee
(the “Trustee”) from Base Rental Payments (as defined herein). Upon receipt of payments of principal and interest, DTC will in turn distribute such
payments to the beneficial owners of the Certificates. See Appendix D — “Book-Entry System™ herein.

The Certificates are subject to prepayment prior to maturity, as described herein.

The County covenants in the Sublease, dated as of January 1, 1999 (the “Sublease”), by and between the County and the San Diege County
Capital Asset Leasing Corporation (the “Corporation”) that, as long as the Property, as defined in the Sublease, is available for the County's usc and
possession, it will make all Base Rental Payments and other payments provided for therein, it will take such action as may be necessary to include all
such payments in its operating budget, and it will make the necessary appropriations for such payments. Although the County covenants to maintain
certain insurance policies under the Sublease, the County’s obligation to make Base Rental Payments is subject to abatement in the cvent of damage or
destruction to, or condemnation of or title defects to, the Property or a portion thereof. Sce “Security and Sources of Payment for the Certificates —
Abatement™ herein.

Payment of the principal and interest with respect to the Certificates when due will be insured by a municiPal bond insurance policy to be issucd by
Ambac Assurance Corporation simultaneously with the delivery of the Certificates. See “CERTIFICATE INSURANCE” and APPENDIX F —
“FORM OF CERTIFICATE INSURANCE POLICY” herein.

Ambac

THE OBLIGATION OF THE COUNTY TO MAKE BASE RENTAL PAYMENTS AND ADDITIONAL RENTAL UNDER THE
SUBLEASE DOES NOT CONSTITUTE AN OBLIGATION OF THE COUNTY FOR WHICH THE COUNTY IS OBLIGATED TO LEVY
OR PLEDGE ANY FORM OF TAXATION OR FOR WHICH THE COUNTY HAS LEVIED OR PLEDGED ANY FORM OF TAXATION.
NEITHER THE CERTIFICATES NOR THE OBLIGATION OF THE COUNTY TO MAKE BASE RENTAL PAYMENTS OR ADDI-
TIONAL RENTAL UNDER THE SUBLEASE CONSTITUTES AN INDEBTEDNESS OF THE COUNTY, THE STATE OF CALIFORNIA
OR ANY OF ITS POLITICAL SUBDIVISIONS WITHIN THE MEANING OF ANY CONSTITUTIONAL OR STATUTORY DEBT
LIMITATION OR RESTRICTION.

Maturity Schedule
$53,965,000 Serial Certificates

Maturity Principal Interest Yield or Maturity Principal Interest Yield or

(May 1) Amount Rate Price (May 1) Amount Rate Price
1999 $2,675,000 4.000% 2.950% 2008 $3,210,000 4.000% 4.080%
2000 2,345,000 4.000 3.300 2009 3,340,000 4.500 4170
2001 2,440,000 4.000 3.500 2010 3,495,000 4.250 4275
2002 2,540,000 4.000 3.600 2011 3,645,000 5.250 107.706
2003 2,640,000 4.000 3.700 2012 3,830,000 5.250 107.017
2004 2,745,000 4.000 3.800 2013 4,035,000 5.250 106.334
2005 2,855,000 4.000 3.900 2014 2,575,000 5.250 105.656
2006 2,970,000 4. 3.950 2015 2,710,000 4.600 4750
2007 3,085,000 4.000 4.000 2016 2,830, 4.625 4.800

$19,150,000 4.500% Term Certificates due May 1, 2023 — Yield 4.940%

This cover page contains information for quick reference only. It is not a summary of this issue. Potential purchasers must read the entire Official
Statement to obtain information essential to making an informed investment decision.

The Certificates will be offered when, as and if executed and delivered, and received by the Underwriters, subject 1o the approval as to their legality by
Orrick, Herrington & Sutcliffe LLP, Los Angeles, California, Special Counsel, and certain other conditions. Certain legal matters will be passed upon for the
Undenwriters by their counsel, Hawkins, Delafield & Wood, Los Angeles, California, and for the County and the Corporation by the County Counsel. It is
anticipated that the Centificates in definitive form will be available for delivery to DTC in New York, New York, on or abowt January 7, 1999,

Merrill Lynch & Co.

Morgan Stanley & Co. lncorporateq Ramirez & Co., Inc.
Dated: December 17, 1998 : ’

.
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This Offical Statement does not constitute an offer to sell or the solicitation of an offer to buy nor
shall there be any sale of the Certificates by any person in any jurisdiction in which it is unlawful for such
person to make such an offer, solicitation or sale. No dealer, broker, salesperson or other person has been
authorized to give any information or to make any representations other than those contained in this Official
Statement. If given or made, such other information or representations must not be relied upon as having
been authorized by the County, the Corporation, or the Underwriters.

This Official Statement is not to be construed as a contract with the purchasers of the Certificates.
Statements contained in this Official Statement which involve estimates, projections, forecasts or matters
of opinion. whether or not expressly so described herein, are intended solely as such and are not to be
construed as representations of facts.

Certain of the information set forth herein has been obtained frorn official sources which are
believed to be reliable, but is not guaranteed as to accuracy or completeness znd is not to be construed as a
representation by the Underwriters. The information and expressions of opinion herein are subject to change
without notice and neither delivery of this Official Statement nor any sale made hereunder shall, under any
circumstances, create any implication that there has been no change in the affairs of the County or the
Corporation since the date hereof. This Official Statement is submitted with respect to the sale of the
Certificates referred to herein and may not be reproduced or used, in whole or in part, for any other purpose,
unless authorized in writing by the County. All summaries of the documents and laws are made subject to
the provisions thereof and do not purport to be complete statements of any or all such provisions. Preparation
of this Official Statement and its distribution have been duly authorized and approved by the County and the
Corporation.

In connection with the offering of the Certificates, the Underwriters may over allot or effect
transactions which stabilize or maintain the market price of the Certificates at a level above that which might
otherwise prevail in the open market. Such stabilizing, if commenced, may be discontinued at any time. The
Underwriters may otfer and sell the Certificates to certain dealers, institutional investors and others at prices
lower than the public offering prices stated on the cover page hereof and such public offering prices may be
changed from time to time by the Underwriters.
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$73,115,000
COUNTY OF SAN DIEGO
Certificates of Participation
(1998 Downtown Courthouse Refunding)
Evidencing Proportionate Undivided Interests of the Owners
Thereof in Base Rental Payments to be Made by the
County of San Diego to the San Diego County Capital Asset Leasing Corporation

INTRODUCTION

This introduction contains only a brief summary of certain of the terms of the Certificates being

General

This Official Statement, including the cover page and the Appendices attached hereto (the “Official

Statement™), provides certain information concerning the sale and delivery of the County of San Diego

$73,115,000 (the “Certificates™). The Certificates will be executed and delivered pursuant to a Trust
Agreement, dated as of January 1, 1999 (the “Trust Agreement”), by and between the County of San Diego
(the “County”), the San Diego County Capital Asset Leasing Corporation (the “Corporation™), and State
Street Bank and Trust Company, N.A., as trustee (the “Trustee™). The County will lease the Property, as
described below, to the Corporation pursuant to a Lease, dated as of January 1, 1999, by and between the
County and the Corporation (the “Lease™). The County wili lease the Property from the Corporation pursuant
to a Sublease, dated as of January 1, 1999, by and between the County and the Corporation (the “Sublease™).

The Certificates represent proportionate undivided interests of the registered owners thereof (the
“Owners”) in certain Base Rental Payments to be made by the County to the Corporation pursuant to the
Sublease. See “Security and Sources of Payment for the Certificates -- Base Rental Payments.” The
Certificates are being delivered to provide funds to refund the outstanding principal amount of the
$71,630,000 San Diego Regional Building Authority 1 ease Revenue Bonds (Downtown Courthouse and
Justice Facility Project) (the “Prior Obligations™), to fund the Reserve Fund for the Certificates, and to
provide funds to pay certain costs of 1ssuance incurred in connection with the Certificates. See “Plan of
Refunding,” and “Estimated Sources and Uses of Funds.

Security and Source of Payment for the Certificates

Under the Sublease, in consideration for the use and possession of the Property, the County has
agreed to make certain payments designated as Base Rental Payments and certain other payments designated
as Additional Rental, in the amounts, at the times and in the manner set forth in the Sublease. Base Rental
Payments are scheduled to be sufficient to pay, when due, amounts designated as principal and interest
represented by the Certificates. The County has covenanted in the Sublease to take such action as may be

1



necessary to include all Base Rental Payments and the Additional Rental due thereunder in its operating
budget for each fiscal year commencing after the date of the Sublease, and to make the necessary
appropriations for such Base Rental Payments and Additional Rental, except to he extent such payments
are abated in accordance with the Sublease. The County is required to make Base Rental Payments n
accordance with the provisions of the Sublease. However, the County is not obligated to levy or pledge any
form of taxation for the payment of Base Rental Payments for the Property, nor has the County levied or
pledged any such tax. Pursuant to an Assignment Agreement, dated as of January 1, 1999 (the “Assignment
Agreement”), by and between the Trustee and the Corporation, the Corporation will assign to the Trustee,
for the benefit of the Owners of the Certificates, all of its right, title and interest in and to the Sublease,
including the right to receive Base Rental Payments under the Sublease. Pursuant to the Trust Agreement,
the Trustee has agreed to distrnibute Base Rental Payments received from the Cour'ty as principal and interest
represented by the Certificates. See Appendix C - “Summary of Principal Legal Documents - Sublease” and
“_ Trust Agreement.”

THE OBLIGATION OF THE COUNTY TO MAKE BASE RENTAL PAYMENTS AND
ADDITIONAL RENTAL UNDER THE SUBLEASE DOES NOT CONSTITUTE AN OBLIGATION OF
THE COUNTY FOR WHICH THE COUNTY IS OBLIGATED TO LEVY OR PLEDGE ANY FORM OF
TAXATION OR FOR WHICH THE COUNTY HAS LEVIED OR PLEDGED ANY FORM OF
TAXATION. NEITHER THE CERTIFICATES NOR THE OBLIGATION OF THE COUNTY TO MAKE
BASE RENTAL PAYMENTS OR ADDITIONAL RENTAL UNDER THE SUBLEASE CONSTITUTES
AN INDEBTEDNESS OF THE COUNTY, THE STATE OF CALIFORNIA OR ANY POLITICAL
SUBDIVISION THEREOF WITHIN THE MEANING OF ANY CONSTITUTIONAL OR STATUTORY
DEBT LIMITATION OR RESTRICTION.

The County’s obligation to pay Base Rental Payments is subject to atatement. However, during
periods of abatement, any moneys in the Base Rental Payment Fund representing eamned Base Rental
Payments, moneys in the Certificate Reserve Fund and the Capitalized Interes. Fund and proceeds, if any,
of rental interruption insurance are available to pay Base Rental Payments. See “Security and Sources of
Payment for the Certificates -- Base Rental Payments™ and “ - Abatement.”

The Certificates

The Certificates will be issued m book-entry form only and, when de.ivered, will be registered in
the name of Cede & Co., as nominee of The Depository Trust Company, New York, New York (“DTC™),
which will act as securities depository for the Certificates. Individual purchases of the Certificates will be
made in book-entry form only. Purchasers of the Certificates will not receive certificates representing their
ownership interests in the Certificates purchased. The Certificates will be issued in the principal amount of
$5.000 and any integral multiple thereof. Principal and interest payments repre sented by the Certificates are
payable directly to DTC by the Trustee. Upon receipt of payments of principal and interest, DTC will in tum
distribute such payments to the beneficial owners of the Certificates. See “The Certificates — General” and
Appendix D - “Book-Entry System.”

Certificate Insurance

The County will secure the payment of principal and interest (but not any prepayment premium)
represented by the Certificates with a municipal bond insurance policy to be i3sued simultaneously with the
delivery of the Certificates by Ambac Assurance Corporation (“Ambac Assurance”). See “Certificate
Insurance.”



Tax Matters

For a summary of the opinion of Orrick, Herrington & Sutcliffe LLP, Los Angeles, California,
Special Counsel, see “Tax Matters.” )

Continuing Disclosure

The County has agreed to provide, or cause to be provided, by no later than 180 days after the end
of the prior fiscal year to each nationally recognized municipal securities information repository and any
public or private repository or entity designated by the State as a state repository for purposes of Rule 15¢2-
12(bX5) adopted by the Securities and Exchange Commission certain annual financial information and
operating data and, in a timely manner, notice of certain material events. These covenants have been made
in order to assist the Underwriters in complying with SEC Rule 15¢2-12(b)(5). See “Continuing Disclosure™
herein for a description of the specific nature of the annual report and notices of material events and a
summary description of the terms of the disclosure agreement pursuant to which such reports are to be made.

Miscellaneous

The Certificates will be offered when, as and if executed and delivered, and received by the
Underwriters, subject to the approval as to their legality by Special Counsel and certain other conditions. It
is anticipated that the Certificates in definitive form will be available for delivery to DTC on or about
January 7, 1999.

The description herein of the Trust Agreement, the Lease, the Sublease, the Escrow Agreement, the
Continuing Disclosure Agreement and the Assignment Agreement and any other agreements relating to the
Certificates are qualified in their entirety by reference to such documents, and the descriptions herein of the
Certificates are qualified in their entirety by the form thercof and the information with respect thereto
included in the aforementioned documents. See Appendix C - “Summary of Principal Legal Documents.”
Copies of the documents are on file and available for inspection at the Principal Corporate Trust Office of
the Trustee at State Street Bank & Trust Company, N.A., 633 West Fifth Street, 12" Floor, Los Angeles,
California 90071; Attention: Corporate Trust Department.

The information and expressions of opinion herein speak only as of their date and are subject to
change without notice. Neither the delivery of this Official Statement nor any sale made hereunder nor any
future use of this Official Statement shall, under any circumstances, create any implication that there has
been no change in the affairs of the County since the date hereof.

The presentation of information, including tables of receipt of revenues, is intended to show recent
historical information and is not intended to indicate future or continuing trends in the financial position or
other affairs of the County. No representation is made that past experience, as it might be shown by such
financial and other information, will necessarily continue or be repeated in the future.



PLAN OF REFUNDING

The Certificates are being executed and delivered to provide funds to refund the Prior Obligations.
A portion of the proceeds of the sale of the Certificates will be deposited into an escrow fund with respect
to the Prior Obligations (the “Escrow Fund”) pursuant to an Escrow Agreement dated as of January 1, 1999
(the “Escrow Agreement”) by and between the County and U.S. Bank Trust National Association, as escrow
bank (the “Escrow Bank™). Such amounts deposited into the Escrow Fund, together with amounts transferred
from certain funds held under the indenture entered into with respect to the Prio- Obligations (the “1993
Indenture™), will be invested and reinvested in direct obligations of, or obligations the principal of and
interest on which are unconditionally guaranteed by, the United States of Amernica (the “Defeasance
Securities”). The Defeasance Securities will be scheduled to mature in such amounts and at such times and
bear interest at such rates as to provide amounts sufficient to pay the principal of and interest on the Prior
Obligations maturing from May 1, 1999 through May 1, 2003, and to pay on May 1, 2003 the redemption
price of 102% and interest on the outstanding Prior Obligations maturing on and after May 1, 2004. The
amounts due and payable as described in the previous sentence are collectively referred to hereinafter as the
“Defeasance Obligation.” All Defeasance Securities so deposited into the Escrow Fund will be irrevocably
pledged to secure, when due, the payment of the principal of and interest and premium on the Prior
Obligations.

DESCRIPTION OF THE PROPERTY

The Property consists of a thirteen-story office building located on the Site, which is a 54,000 square
foot parcel of land in the downtown area of the City of San Diego bounded by Broadway, Union, State and
“C" Streets immediately adjacent to the existing Downtown San Diego Courthouse. The building 1s
approximately 361,705 gross square feet and contains 507 parking spaces for use by the County and the
general public. The Property is connected to the existing Downtown San Diego Courthouse by a pedestrian
bridge. The Property provides space for sixteen courtrooms for the Superior Cout and all of the divisions
of the San Diego Office of the District Attorney, as well as office space for Superior Court administrative
personnel, the Marshall and the San Diego Grand Jury.



ESTIMATED SOURCES AND USES OF CERTIFICATE PROCEEDS

The Certificate proceeds (exclusive of accrued interest), and amounts held in connection with the
Prior Obligations, are expected to be applied approximately as set forth below:

SOURCES:
Principal Amount of Certificates $73,115,000
Existing Funds Under 1993 Indenture 5,520,590
TOTAL SOURCES $78.635,590

USES:
Escrow Fund $70,779,000
Cost of Issuance Fund” 639,157
Certificate Reserve Fund 5,501,760
Original Issue Discount 106,025
Underwriters’ Discount 623,458
Acquisition and Construction Fund 966,190
Administrative Expense Fund 20,000
TOTAL USES $78.635,590

" Includes municipal bond insurance premium, if any, rating fees, certain legal fees, printing costs and transfer fee.

THE CERTIFICATES

The following is a summary of certain provisions of the Certificates. Reference is made to the
Certificates for the complete text thereof and to the Trust Agreement for a more detailed description of such
provisions. The discussion herein is qualified by such reference.

General

The Certificates evidence and represent undivided proportionate interests in the Base Rental
Payments to be made by the County under the Sublease. The Certificates shall be prepared mn the form of
fully registered Certificates in the denomination of $5,000 each or any integral multiple thereof. The
Certificates are dated January 1, 1999, and each Certificate shall be payable with respect to interest on May
1 and November 1 of each year, commencing on May 1, 1999,

The Certificates will be delivered in fully registered form only, and when delivered, will be
registered in the name of Cede & Co., as nominee of The Depository Trust Company, New York, New York
(“DTC™). DTC will act as securities depository for the Certificates. Ownership interests in the Certificates
may be purchased in book-entry form only. See Appendix D — “Book-Entry System.”

Prepayment
Optional Prepayment. The Certificates maturing on or before May 1, 2009, are not subject to

optional prepayment prior to maturity. The Certificates maturing on or after May 1, 2010 are subject to
optional prepayment prior to maturity on or after May 1, 2009 at the option of the County, in whole, or in



part, on any date, at the following prepayment prices {expressed as percentages of the principal amount of
the Certificates to be prepaid), plus accrued but unpaid interest to the prepaymerit date:

Prepayment Period

{Dates inclusive) Prepayment Price
May 1, 2009 to April 30, 2010 101.0%
May 1, 2010 to April 30, 2011 100.5%
May 1, 2011 and thereafter 100.0%

Extraordinary Optional Prepayment. The Certificates are subject to prepayment on any date prior
to their respective maturity dates, as a whole, or in part, at the direction of the Couaty, from the net proceeds

of any insurance or condemnation award with respect to the Property or portions thereof, at a prepayment
price equal to sum of the principal amount represented thereby plus accrued interest represented thereby to
the date fixed for prepayment, without premium. See Appendix C — “Summary of Principal Legal
Documents -- Trust Agreement.”

Mandatory Sinking Fund Prepayment. The Certificates maturing on May 1, 2023 are subject to
prepayment prior to their stated maturity, in part, from mandatory sinking account payments, on each May
1, commencing May 1, 2017, at the principal amount represented thereby plus accrued interest represented
thereby to the date fixed for prepayment, without premium. The principal amount of such Certificates to be
so prepaid and the dates therefor shall be as follows:

Year

(May 1) Principal Amount

2017 $ 2960000

2018 3,095,000

2019 2,390,000

2020 2,500,000

2021 2,615,000

2022 2,735,000

2023 2,855,000 (maturity)

Selection of Certificates for Prepayment. Whenever less than all of the Outstanding Certificates are
to be prepaid on any one date, other than for any Mandatory Sinking Account Payrnents which shall be made
as set forth in a supplemental trust agreement, the County shall select the maturity of the Certificates or
portions thereof to be prepaid, which may include portions of the Certificates matiring on May 1, 2023 (the
“Term Certificates™) representing prepaid Base Rental Payments due immediately prior to the Mandatory
Sinking Account Payments relating to such Term Certificates, and shall provide witten notice to the Trustee
at least 60 days prior to the prepayment date; provided, however, that if the remaining Base Rental Payments
under the Sublease will not be reasonably level after such prepayment, the County shall deliver to the Trustee
an opinion of counsel that the Sublease will continue to be a valid and binding obl: gation of the County after
such prepayment. Such decision of the County shall be final and binding upon the Corporation, the Trustee
and the Owners of the Certificates. Subject to the County’s direction, the Trustee shall select specific
Certificates for prepayment by lot. For purposes of such selection, any Certificzte may be prepaid in part
in Authorized Denominations.

Notice of Prepayment. The Trust Agreement provides that notice of prepayment is to be given by
the Trustee by first-class mail, postage prepaid, at least 30 days but not more then 60 days before the date




fixed for prepayment to the Owners of Certificates designated for prepayment, in whole or in part, at their
addresses appearing in the registration books of the Trustee as of the close of business on the day before such
notice of prepayment is given. AS LONG AS THE CERTIFICATES REMAIN IN A BOOK-ENTRY
SYSTEM, THE TRUSTEE WILL SEND SUCH NOTICE ONLY TO DTC. See Appendix D — “Book-Entry
System.”

Neither the failure to receive any such notice nor any defect shall affect the sufficiency of the
proceedings for the prepayment of Certificates. If notice of prepayment is given as provided in the Trust
Agreement and sufficient moneys are held by the Trustee for the prepayment of all the Certificates, or
portions thereof, to be prepaid, interest represented by such Certificates, or portions thereof, to be prepaid
shall cease to accrue from and after the prepayment date.

Partial Prepayment. Upon surrender of any Certificate prepaid in part only, the Trustee shall execute
and deliver to the Owner thereof a new Certificate or Certificates representing the unpaid principal amount
of the Certificate surrendered.

BOOK-ENTRY SYSTEM

The Certificates will be issued in book-entry form only and, when delivered, will be registered in
the name of Cede & Co., as nominee of The Depository Trust Company, New York, New York (“DTC”),
which will act as securities depository for the Certificates. Individual purchases of the Certificates will be
made in book-entry form only. Purchasers of the Certificates will not receive Certificates representing their
ownership interests in the Certificates purchased. Principal and interest payments represented by the
Certificates are payable directly to DTC by the Trustee. Upon receipt of payments of principal and interest,
DTC will in turn distribute such payments to the beneficial owners of the Certificates. See Appendix D —
“Book-Entry System.”

SECURITY AND SOURCES OF PAYMENT FOR THE CERTIFICATES
Base Rental Payments

General. The Certificates represent the aggregate principal components of the Base Rental
Payments, each evidencing and representing a proportionate, undivided interest in the Base Rental Payments
to be made by the County under the Sublease. The County is required under the Sublease to make Base
Rental Payments from legally available funds. The County has covenanted in the Sublease to take such
action as may be necessary to include all Base Rental Payments and Additional Rental with respect to the
Property in its operating budget for each fiscal year commencing after the date of the Sublease and to make
the necessary appropriations for such Base Rental Payments and Additional Rental (except to the extent such
payments are abated in accordance with the Sublease). In addition, to the extent permitted by law, the
County covenants in the Sublease to take such action as may be necessary to amend or supplement the
budget appropriations for payments under the Sublease at any time and from time to time during any fiscal
year in the event that the actual Base Rental Payments and Additional Rental paid in any fiscal year exceeds
the pro rata portion of the appropriations then contained in the County’s budget. Base Rental Payments are
scheduled to be paid as set forth below. See “-- Base Rental Payment Schedule.” THE COUNTY HAS NOT
PLEDGED THE FAITH AND CREDIT OF THE COUNTY, THE STATE OR ANY AGENCY OR
DEPARTMENT THEREOF TO THE PAYMENT OF SUCH BASE RENTAL PAYMENTS.



The Trustee, pursuant to the Trust Agreement, will receive Base Rental Payments for the benefit of
the Owners. Base Rental Payments are scheduled to be sufficient to pay, when due, amounts designated as
principal and interest represented by the Certificates. The Trustee will not have any obligation or liability
to the Owners to make payment of principal, premium, if any, or interest represented by the Certificates
except from Base Rental Payments by the County under the Sublease or other amounts available to it under
the Trust Agreement for such purposes; and the amounts of such payments shall be limited to amounts
designated as principal and interest represented by the Certificates. Additional Rental payable by the County
under the Sublease includes amounts sufficient to pay certain taxes and assessments and insurance premiums,
and certain administrative costs.

Subject to the provisions of the Sublease relating to abatement more particularly described below,
the Sublease provides that the obligation of the County to make Base Rental Payments and Additional Rental
shall be absolute and unconditional and such Base Rental Payments and Additional Rental will not be subject
to set-oft or counterclaim. The Sublease provides that the covenants of the County thereunder are deemed
to be duties imposed by law, and it further provides that it will be the duty of each and every public official
of the County to take such action and do such things as are required by law in the performance of the official
duty of such officials to enable the County to carry out and perform the covenants and agreements of the
County contained in the Sublease. The Sublease provides that the County shall pay Base Rental Payments
from legally available tunds.

THE OBLIGATION OF THE COUNTY TO MAKE BASE RENTAL PAYMENTS AND
ADDITIONAL RENTAL DOES NOT CONSTITUTE AN OBLIGATION OF THE COUNTY FOR WHICH
THE COUNTY IS OBLIGATED TO LEVY OR PLEDGE ANY FORM OF TAXATION OR FOR WHICH
THE COUNTY HAS LEVIED OR PLEDGED ANY FORM OF TAXATION. NEITHER THE
CERTIFICATES NOR THE OBLIGATION OF THE COUNTY TO MAKE BASE RENTAL PAYMENTS
AND ADDITIONAL RENTAL CONSTITUTES AN INDEBTEDNESS OF THE COUNTY, THE STATE
OF CALIFORNIA, OR ANY OF ITS POLITICAL SUBDIVISIONS WITHIN THE MEANING OF ANY
CONSTITUTIONAL OR STATUTORY DEBT LIMITATION OR RESTRICTION. SEE APPENDIX C
-“SUMMARY OF PRINCIPAL LEGAL DOCUMENTS - SUBLEASE - RENTAL PAYMENTS - RENTAL
ABATEMENT. "

Base Rental Payments Schedule. The Sublease requires that Base Rental Payments be made to the
Trustee, as assignee of the Corporation, on April 15, 1999 and annually on each July 5, thereafter, through
the term of the Sublease. (The April 15, 1999 Base Rental Payment is intended to fund the May 1, 1999
payment due under the Certificates; the subsequent July 5™ Base Rental Payments in each Fiscal Year are
intended to fund the November | and May 1 payments due under the Certificates for such Fiscal Years).
Pursuant to the Trust Agreement and the Sublease, the Base Rental Payments will he deposited in the Base
Rental Payment Fund and applied to principal and interest payments as they become due. A table of
aggregate annual Base Rental Payments with respect to the Certificates is set forth below:



Year Annual Total

July 5)® {Dug July 5)®»
1999 $3,760,265.83
1999 5,493,797.50
2000 5,494,997.50
2001 5,497,397.50
2002 5,495,797.50
2003 5,495,197.50
2004 5,495,397.50
2005 5,496,197.50
2006 5,492,397.50
2007 5,493,997.50
2008 5,495,597.50
2009 5,500,297.50
2010 5,501,760.00
2011 5,495,397.50
2012 5,499,322.50
2013 3,827,485.00
2014 3,827,297.50
2015 3,822,637.50
2016 3,821,750.00
2017 3,823,550.00
2018 2,979.275.00
2019 2,981,725.00
2020 2,984,225.00
2021 2,986,550.00
2022 2,983,475.00

(1} Or, if July 5 in any year is not a Business Day, then such payment is due on the next Business Day.
(2) April 15, 1999 payment.

The County may enter into a Debt Service Forward Sale Agreement with a financial institution
pursuant to which Base Rental Payments will be invested in direct obligations of, or obligations
unconditionally guaranteed by, the United States of America or obligations secured or guaranteed by certain
instrumentalities or agencies of the United States of America.

In accordance with the Sublease, the County is obligated to make Base Rental Payments scheduled
to be sufficient to pay, when due, amounts designated as principal and interest represented by the
Certificates, and certain other payments designated as Additional Rental, as set forth in the Sublease. The
County is required to make Base Rental Payments as directed in the Sublease. The County has covenanted
in the Sublease to take such action as may be necessary to include all Base Rental Payments and the
Additional Rental due thereunder in its operating budget for each fiscal year commencing after the date of
the Sublease, and to make the necessary appropriations for such Base Rental Payments and Additional
Rental, except to the extent such payments are abated in accordance with the Sublease. However, the County
1s not obligated to levy or pledge any form of taxation for the payment of rental for the Property, nor has the
County levied or pledged any such tax.



Certificate Reserve Fund

The Certificate Reserve Fund shall be held by the Trustee and shall be kept separate and apart from
all other funds held by the Trustee. The Trustee shall administer such fund as provided in the Trust
Agreement.

The Certificate Reserve Fund will be funded from proceeds available urder the old indenture and
the proceeds of the sale of the Certificates in the amount of the Certificate Reserve Fund Requirement. If
the County reduces the amount of Certificates outstanding through optional prepayment, then amounts n
the Certificate Reserve Fund may decrease proportionately. Amounts in the Certificate Reserve Fund are
to be used only to pay the interest and principal due with respect to the Certificates and any Additional
Certificates to the extent that amounts in the Interest Fund and the Principal Fund are insufficient therefor
or to make the final payment on the Certificates and any Additional Certificates: provided that amounts in
the Certificate Reserve Fund may be invested as permitted under the Trust Agreement. Base Rental
Payments made by the County and not needed to pay past due interest and principal shall be deposited in the
Certificate Reserve Fund to the extent the amount on deposit therein is less than the Certificate Reserve Fund
Requirement. See Appendix C — “Summary of Principal Legal Documents -- Trust Agreement.”

The Certificate Reserve Fund Requirement may at the option of the County be satisfied by crediting
to the Certificate Reserve Fund, a letter of credit, line of credit, surcty bond, bond insurance policy or similar
facility or any combination thereof, which in the aggregate make funds available in the Bond Reserve Fund
in an amount equal to the Certificate Reserve Fund Requirement. See Appendix C -- “Summary of Principal
Legal Documents -~ Trust Agreement.”

Insurance

The Sublease provides that the County will secure and maintain or cause to be secured and
maintained throughout the term of the Sublease for the Property insurance against the risks in the amounts
set forth in the Sublease. For additional information regarding the County’s risk management programs, Se¢
“County Financial Information -- Risk Management,” ** - Insurance Coverage Respecting Sublease
Obligations and Long-Term Loans.” and see Appendix C — “Summary of Prixcipal Legal Documents —
Sublease - Certain Covenants.”

Abatement

Except to the extent of (i) amounts held by the Trustee in the Base Rzntal Payment Fund or the
Certificate Reserve Fund; (ii) amounts received in respect of use and occupancy insurance; and (iii) amounts,
if any. otherwise legally available to the Trustee for payments in respect of the Certificates, during any
period in which, by reason of material damage, destruction, title defect or condemnation, there is substantial
interference with the use and possession by the County of any portion of the Property, rental payments due
under the Sublease with respect to the Property shall be abated to the extent that the annual fair rental value
of the portion of the Property in respect of which there is no substantial interference is less than the annual
Base Rental Payments and Additional Rental, in which case rental payments shall be abated only by an
amount equal to the difference. Any abatement of rental payments pursuant to the Sublease shall not be
considered an Event of Default as defined therein. Such abatement will continue: for the period commencing
with the date of such damage, destruction, title defect or condemnation and ending with the substantial
completion of the work of repair or replacement of the portions of the Property so damaged, destroyed,
defective or condemned.
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In the event that rental is abated, in whole or in part, pursuant to the Sublease due to damage,
destruction, title defect or condemnation of any part of the Property and the County is unable to repair,
replace or rebuild the Property from the proceeds of insurance, if any, the County agrees to apply for and to
use its best efforts to obtain any appropriate state and/or federal disaster relief in order to obtain funds to
repair, replace or rebuild the Property.

Substitution

The County may amend the Sublease and the Lease to substitute other real property and/or
improvements (the “Substituted Property™) for existing Property and/or to remove real property (including
undivided interests therein) and/or improvements from the definition of Property upon compliance with all
of the conditions set forth in the Sublease. After a substitution or removal, the part of the Property for which
the Substitution or Removal has been effected shall be released from the leasehold created under the
Sublease and under the Lease. See Appendix C — “Summary of Principal Legal Documents - Sublease -
Property - Substitution or Removal of Property.”

Additional Certificates

In addition to the Certificates to be executed and delivered under the Trust Agreement the County
may, from time to time, but only upon satisfaction of the conditions to the execution and delivery of
Additional Certificates sct forth in the Trust Agreement, enter into a Supplemental Trust Agreement to
execute and deliver Additional Certificates on a parity with the Certificates and any previously executed and
delivered Additional Certificates (unless otherwise provided in the related Supplemental Trust Agreement),
the proceeds of which may be used for any lawful purpose by the County, as provided in the Supplemental
Trust Agreement; provided that prior to or concurrently with the execution and delivery of the Additional
Certificates, the County and the Corporation shall have entered into an amendment to the Sublease providing
for an increase in the Base Rental Payments to be made thereunder subject to the limitations set forth therein.

See Appendix C — “Summary of Principal Legal Documents -- Trust Agreement -- Additional Certificates.”

CERTIFICATE OF INSURANCE
Payment Pursuant to Municipal Bond Insurance Policy

Ambac Assurance has made a commitment to issue a municipal bond insurance policy (the
“Municipal Bond Insurance Policy”) relating to the Certificates effective as of the date of delivery of the
Certificates. Under the terms of the Municipal Bond Insurance Policy, Ambac Assurance will pay to the
United States Trust Company of New York, in New York, New York or any successor thereto (the
“Insurance Trustee”) that portion of the principal and interest with respect to the Certificates which shall
become Due for Payment but shall be unpaid by reason of Nonpayment by the Issuer (as such terms are
defined in the Municipal Bond Insurance Policy). Ambac Assurance will make such payments to the
Insurance Trustee on the later of the date on which such principal and interest becomes Due for Payment or
within one business day following the date on which Ambac Assurance shall have received notice of
Nonpayment from the Trustee. The insurance will exiend for the term of the Certificates and, once issued,
cannot be canceled by Ambac Assurance.

The Municipal Bond Insurance Policy will insure payment only on stated maturity dates and on

mandatory sinking fund installment dates, in the case of principal, and on stated dates for payment, in the
case of interest. If the Certificates become subject to mandatory prepayment and insufficient funds are
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available for prepayment of all outstanding Certificates, Ambac Assurance will remain obligated to pay
principal and interest with respect to outstanding Certificates on the original'y scheduled interest and
principal payment dates including mandatory sinking fund prepayment dates.

In the event the Trustee has notice that any payment of principal of or interest on a Certificate which
has become Due for Payment and which is made to a Owner by or on behalf of the Issuer has been deemed
a preferential transfer and theretofore recovered from its registered owner pursuant to the United States
Bankruptcy Code in accordance with a final, nonappealable order of a court of competent jurisdiction, such
registered owner will be entitled to payment from Ambac Assurance to the extent of such recovery if
sufficient funds are not otherwise available.

The Municipal Bond Insurance Policy does not insure any risk other than Nonpayment, as defined
in the Policy. Specifically, the Municipal Bond Insurance Policy does not cover:

1. Payment on acceleration, as a result of a call for redemption (other than mandatory sinking
fund redemption) or as a result of any other advancement of marurity.

2. Payment of any redemption, prepayment or acceleration premium.

3 Non payment of principal or interest caused by the insolvency or negligence of any Trustee

or Paying Agent, if any.

If it becomes necessary to call upon the Municipal Bond Insurance Pol cy, payment of principal
requires surrender of Certificates to the Insurance Trustee together with an appropriate instrument of
assignment so as to permit ownership of such Certificates to be registered in the name of Ambac Assurance
to the extent of the payment under the Municipal Bond Insurance Policy. Payment of interest pursuant to
the Municipal Bond Insurance Policy requires proof of Owner entitlement to nterest payments and an
appropriate assignment of the Owner’s right to payment to Ambac Assurance.

Upon payment of the insurance benefits, Ambac Assurance will become the owner of the Certificate,
appurtenant coupon, if any. or right to payment of principal or interest with respect to such Certificate and
will be fully subrogated to the surrendering Owner’s rights to payment.

In the event that Ambac Assurance were to become insolvent, any claim: arising under the Policy
would be excluded from coverage by the California Insurance Guaranty Association, established pursuant
to the laws of the State of California.

Ambac Assurance Corporation

Ambac Assurance Corporation (“Ambac Assurance™) is a Wisconsin-domiciled stock insurance
corporation regulated by the Office of the Commissioner of Insurance of the State of Wisconsin and licensed
to do business in 50 states, the District of Colombia, the Territory of Guam and the Commonwealth of Puerto
Rico, with admitted assets of approximately $3,200,000,000 (unaudited) znd statutory capital of
approximately $1,815,000,000 (unaudited) as of September 30, 1998. Statutory capital consists of Ambac
Assurance’s policyholders’ surplus and statutory contingency reserve. Standard & Poor’s Ratings Services,
a division of The McGraw-Hill Companies, Inc., Moody’s Investors Service and Fitch [BCA, Inc.. have each
assigned a triple-A financial strength rating to Ambac Assurance.

Ambac Assurance has obtained a ruling from the Internal Revenue Service to the effect that the

insuring of an obligation by Ambac Assurance will not effect the treatment for federal income tax purposes
of interest on such obligation and that insurance proceeds representing maturing; interest paid by Ambac
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Assurance under policy provisions substantially identical to those contained in its municipal bond msurance
policy shall be treated for federal income tax purposes in the same manner as if such payments were made
by the issuer of the Certificates.

Ambac Assurance makes no representation regarding the Certificates or the advisability of investing
in the Certificates and makes no representation regarding, nor has it participated in the preparation of, this
Official Staternent other than the information supplied by Ambac Assurance and presented under the heading
“CERTIFICATE INSURANCE.”

Available Information

The parent company of Ambac Assurance, Ambac Financial Group, Inc. (the “Company™), is subject
to the informational requirements of the Securities Exchange Act of 1934, as amended (the “Exchange Act”™),
and in accordance therewith files reports, proxy statements and other information with the Securities and
Exchange Commission (the “Commission”). Such reports, proxy statements and other information may be
inspected and copied at the public reference facilities maintained by the Commission at 450 Fifth Street,
N.W., Washington, D.C. 20549 and at the Commission’s regional offices at 7 World Trade Center, New
York, New York 10048 and Northwestern Atrium Center, 500 West Madison Street, Suite 1400, Chicago,
Illinois 60661. Copies of such material can be obtained from the public reference section of the Commission
at 450 Fifth Street, N.W., Washington, D.C. 20549 at prescribed rates. In addition, the aforementioned
material may also be inspected at the offices of the New York Stock Exchange, Inc. (the “NYSE") at 20
Broad Street, New York, New York 10005. The Company’s Common Stock is listed on the NYSE.

Copies of Ambac Assurance’s financial statements prepared in accordance with statutory accounting
standards are available from Ambac Assurance. The address of Ambac Assurance’s administrative offices

and its telephone number are One State Street Plaza, 17" Floor, New York, New York, 10004 and (212) 668-
0340.

Incorporation of Certain Documents by Reference

The following documents filed by the Company with the Commission (File No. 1-10777) are
incorporated by reference in this Official Statement:

Y] The Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 1997
and filed on March 31, 1998;

(2) The Company’s Current Report on Form 8-K dated March 27, 1998 and filed on March 27,
1998;

3) The Company’s Amendment to its Annual Report on Form 10-K/A for the fiscal year ended
December 31, 1997 and filed on March 31, 1998;

4) The Company’s Quarterly Report on Form 10-Q for the fiscal quarterly period ended March
31, 1998 and filed on May 15, 1998;

(5) The Company’s Quarterly Report on Form 10-Q for the fiscal quarterly period ended June
30, 1998 and filed on August 14, 1998; and
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(6) The Company’s Quarterly Report on Form 10-Q for the fiscal quarterly period ended
September 30, 1998 and filed on November 13, 1998,

All documents subsequently filed by the Company pursuant to the requirements of the Exchange Act
after the date of this Official Statement will be available for inspection in the seme manner as described
above in “Available Information.”

THE COUNTY

The County of San Diego (the “County”) is the southernmost major metropolitan area in the State
of California. The County covers 4,255 square miles, extending 70 miles along the Pacific Coast from the
Mexican border to Orange County, and inland 75 miles to Imperial County. Riverside and Orange Counties
form the northern boundary. The County is approximately the size of the State of Connecticut.

The County was incorporated on February 18, 1850, and functions under a charter adopted in 1933,
as subsequently amended from time to time. The County is governed by a five-member Board of
Supervisors elected to four-year terms in district nonpartisan elections. The Board of Supervisors appoints
the Chief Administrative Officer and the County Counsel. The Chief Administrative Officer appoints the
Chief Financial Officer/Auditor and Controller. Elected officials include the As sessor, Recorder/County
Clerk, District Attorney, Sheriff and Treasurer-Tax Collector.

Many of the County’s functions are required under County ordinances or by State or federal
mandate. State and federally mandated programs, primarily in the social and health services areas, are
directed to be maintained at certain minimum levels, which may, under some conditions, limit the County’s
abihity to control its budget. However, under designated State and federal programs, eligible costs are subject
to reimbursement according to specific guidelines.

The County is the delivery system for federal, state and local programs. The County provides a wide
range of services 1o its residents including: regional services such as courts, probation, medical examiner,
Jails, elections and public health; health, welfare and human services such as mental health, senior citizen
and child welfare services; basic local services such as planning, parks, libraries a1d Sheriff’s patrol to the
unincorporated area, and law enforcement by contract and libraries by city’s request to incorporated cities;
and infrastructure such as roads, waste disposal and flood control to the unincorporated area of the County.

For certain financial information regarding the County, see “County Finanzial Information” below.
For certain financial information regarding the County’s solid waste system, see “County Solid Waste
System™ herein. For certain financial information regarding the County’s pooled investment portfolio, see
“San Diego County Investment Pool” herein. For certain economic and demog-aphic information with
respect to the County, see Appendix A -- “Economic and Demographic Informaticn Regarding the County
of San Diego” and Appendix B -- “The County of San Diego Audited Financial Statements for the Fiscal
Year Ended June 30, 1998.”

COUNTY FINANCIAL INFORMATION
The following 1s a description of the County’s budget process, current budget, historical budget

information, changes in fund balance, balance sheets, its major revenues and expenditures, indebtedness,
investments and certain other financial information relating to the County.
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Ad Valorem Property Taxation

Taxes are levied for each fiscal year on taxable real and personal property which 1s situated in the
County as of the preceding January 1. However, upon a change in ownership of property or completion of
new construction, State law permits an accelerated recognition and taxation of increases in real property
assessed valuation (known as a “floating lien date™). For assessment and collection purposes, property is
classified either as “secured” or “unsecured” and is listed accordingly on separate parts of the assessment
roll. The “secured roll” is that part of the assessment roll containing State assessed property secured by a
lien which is sufficient, in the opinion of the assessor, to secure payment of the taxes. Other property 1S
assessed on the “unsecured roll.”

The County levies a 1% property tax on behalf of all taxing agencies in the County. The taxes
collected are allocated on the basis of a formula established by State law enacted in 1979. Under this
formula, the County and all other taxing entities receive a base year allocation plus an allocation on the basis
of “situs” growth in assessed value (new construction, change of ownership, inflation) prorated among the
jurisdictions which serve the tax rate areas within which the growth occurs. Tax rate areas are specifically
defined geographic areas which were developed to permit the levying of taxes for less than county-wide or
less than city-wide special and school districts. In addition, the County levies and collects additional
approved property taxes and assessments on behalf of any taxing agency within the County.

Property taxes on the secured roll are due in two instaliments, on November 1 and February 1. If
unpaid, such taxes become delinquent after December 10 and April 10, respectively, and a ten percent
penalty attaches to any delinquent payment. In addition, property on the secured roll with respect to which
taxes are delinquent is declared tax-defaulted on or about June 30. Such property may thereafter be
redeemed by payment of the delinquent taxes and the delinquency penalty, plus costs and redemption penalty
of one and one-half percent per month to the time of redemption. If taxes are unpaid for a period of five
years or more, the tax-defaulted property is subject to sale by the County Treasurer-Tax Collector.

Property taxes on the unsecured roll are due as of the January 1 lien date and become delinquent,
if unpaid, on August 31. A ten percent penalty attaches to delinquent taxes on property on the unsecured roll
and an additional penalty of one and one-half percent per month begins to accrue on November 1. The
taxing authority has four ways of collecting unsecured personal property taxes: (1) a civil action against the
taxpayer; (2) filing a certificate in the office of the County Clerk specifying certain facts in order to obtain
a judgment lien on certain property of the taxpayer; (3) filing a certificate of delinquency for recordation in
the County Recorder’s office in order to obtain a lien on certain property of the taxpayer; and (4) seizure and
sale of personal property, improvements or possessory interests belonging or assessed to the taxpayer.

The following tables describe the assessed valuation of property within the County subject to
taxation for fiscal year 1989-90 through fiscal year 1998-99, and the tax collections in such years:
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ASSESSED VALUATION OF PROPERTY
SUBJECT TO AD VALOREM TAXATION
Fiscal Years 1989-90 through 1998-99

(in Thousands)

Gross Net Assessed

Fiscal Personal Assessed Valuation for

Year Land Improvements Property Valuation Exemption Tax Purposes
1989-90  $43.595,375 § 67,523,334 $ 5,782,822 116,901,531 $2,176,639  $ 114,724,892
1990-91 49,581,930 75,596,700 6,796,311 131,974,941 2,428 532 129,546,409
1991-92 54,203,463 80,619,713 6,833,127 141,656,303 2,605,200 139,051,103
1992-63 56.942,666 83,395,166 7,050,615 147,388,447 3,011,676 144,376,771
1993-94 57.882.778 84,031,884 7,028,170 149,542 832 3,521,396 146,021,436
1994-95 58,065,632 85,628,280 7,175,750 150,869,661 3,683,231 147,186,431
1995-96 58,469,323 86,585,240 7,536,344 152,590,907 3,826612 148.764.295
1996-97 58,743,000 86,763,943 7,404,271 152,911,216 3,799 409 149,111,807
1997-98 59.965,573 87,226,802 10,222 561 157,414,936 4,512 558 152,902,378
1998-99 62.633.576 94,172 901 10,557.494 168,383,971 4,655382 163.728,589

S_ource: County of San Diego Chief Financial Officer/Auditor and Controller.

The following table shows the approximate tax levied against the ten argest taxpayers in the
County for Fiscal Year 1997-98.

TEN LARGEST TAXPAYERS
Fiscal Year 1997-98

Property Owners Business Area

Approximate Tax

San Diego Gas & Electric Co. Gas & Electric Utility $33,503,568
Southern California Edison Co. Electric Utility 19,780,839
Pacific Bell Telephone Company 17,324,443
Equitable Life Assurance Society Real Estate 4,798,688
Qualcomm Inc. Telecommunications 4.537.849
Pardee Construction Real Estate 2,981,249
L-O Coronado Holding II, Inc. Real Estate 2,788,123
Spicker Properties LP Real Estate 2,714 277
Aviara Resort Associates Limited Real Estate 2,682,533
Hewlett-Packard Co. Telecommunications 2,661,900

_Sourcc: County of San Diego Chief Financial Officer/Auditor and Controller.
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On September 24, 1996, AB 1890 (Chapter 854) was enacted into law. AB 1890 provides for the
accelerated recovery of transition costs that may become uneconomic as a result of the transition of the State
electric utility industry to a more competitive market structure. One of the significant costs subject to
accelerated recovery is the investment in nuclear power generation facilities. The accelerated recovery of
the investment in nuclear generation facilities under AB 1890 will be accomplished by recognizing
accelerated depreciation as of January 1, 1999. For the lien date January 1, 1999, the State Board of
Equalization will set the market value of the unitary property of San Diego Gas & Electric Company
(“SDG&E”) and Southern California Edison Company (“Edison,”) which jointly own 95% of the San Onofre
Nuclear Generating Station (SONGS), without respect to the accelerated depreciation and deferred tax effect
of AB 1890. Commencing with fiscal year 2001-02, it is unclear what market values will be set for SONGS
under AB 1890.

Secured Tax Rolls Statistics

The following table below sets forth the secured tax roll, the number of tax bills prepared, the total
assessed value of property on the secured roll and the total property taxes levied on the secured roll for each
of the last eight fiscal years, including the fiscal year ending on June 30, 1998 and a projection for the fiscal
year ending on June 30, 1999. The table also shows the number of bills and the amount of taxes due on them
that were unpaid as of the end of cach fiscal year shown, and the percentage of the taxes levied for each year
that were uncollected as of the fiscal year end.

SECURED TAX ROLL STATISTICS
Fiscal Years 1991-92 through 1998-99""

Delinquent
Tax Amount as
Fiscal  Total Total Assessed Total Tax Delinquent Delinquent Percent of
Year Bills Value Amount " _Tax Bills Tax Amount®™ Tax Amount
1991-92 777,424 $135,645,614,393 $1,484,611.184 36,705 $73,738,898 5.00%
1992-93 786,153 141,179,930,288  1,583,463,240 42,535 82,645,920 5.22
1993-94 795216 143,166,754,405  1,594,493,514 36,126 69,797,873 4.38
199495 802,687 144,207,931,163  1,608,693,370 31,450 56,947,574 3.54
1995-96 805,698 145,681,809,785  1,623,328,413 30,053 46,680,249 2.88
1996-97 815,818 146,000,629,437  1,640,179,294 28,924 37,476,117 2.28
1997-98 823,332 149,611,690,276  1,685,104,282 28.715 31.933,378 1.80
1998-99% 831,497 160,102,387,349  1,795,040,205 29,300 36,000,000 2.00

Source: County of San Diego Chief Financial Officer/Auditor and Controller.

«  Amount excludes penalties.

@ Original Delinquent Tax Amounts represent the dollar value of tax due in the year shown that had not been collected as of June
30 of that year.

™ Total Bills and Total Assessed Value figures are actual, remaining columns are cstimated.

Payment Dates and Liens

Property taxes on the secured roll are due the County in two installments, on November Ist and
February st of each fiscal year, and if unpaid become delinquent on December 10th and April 10th,
respectively. The penalty for delinquency is 10% of the delinquent taxes (the “Default Penalty™). Property
on the secured roll with respect to which taxes are delinquent becomes tax defaulted if not paid by June 30th
of the fiscal year. Such property may thereafter be redeemed by payment of (i) the taxes owed, (i1) a penalty
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of 1-1/2% per month from July 1 to the time of redemption (the “Redemption Penalty™), (iii) the Default
Penalty, (1v) a cost charge of $10 and (v) a redemption fee of $15 per parcel, from which the State receives
$5 (collectively, the “Redemption Amount”). Properties may be redeemed under an installment plan by
paying current taxes plus 20% of the Redemption Amount five times over a period of four years. A
delinquent taxpayer may enter into the installment plan at any time up to the June 30 occurring five years
after the property becomes tax-defaulted. The Redemption Penalty continues to accrue at 1-1/2% per month
on the Redemption Amount during the period of the installment plan. If taxes are unpaid for a period of five
years or more atter a parcel first becomes tax-defauited (or if an installment plan is :n place, taxes are unpaid
at the end of the plan), the property is subject to sale by the County Treasurer-Tax Collector.

Before the 1990-91 fiscal year, the County bore the full cost of property assessment and revenue
collection and distribution. State legistation enacted in 1990 allowed counties to charge cities, school
districts, special distncts and redevelopment agencies for their share of property “ax administrative costs.
Subsequent legislation permanently exempted school districts from paying propertr tax administrative fees.
In the 1997-98 fiscal year, the County collected approximately $4,415,577 in such fees from cities, special
districts and redevelopment agencies.

Assessed Valuations

The assessed valuation of property in the County is established by the County Assessor, except for
public utility property which is assessed by the State Board of Equalization. Assessed valuations are
reported in compliance with the requirements of Proposition 13. Generally, prope -ty can be reappraised to
market value only upon a change in ownership or completion of new constructior. The assessed value of
property that has not incurred a change of ownership or new construction must be adjusted annually to reflect
inflation at a rate not to exceed 2% per year based on the California consumer price index. In the event of
declining property value caused by substantial damage, destruction, economic or o'her factors, the assessed
value must be reduced temporarily to reflect market value. For the definition of {ull cash value and more
information on property tax limitations and adjustments, see “Limitations on Tax Revenues.”

The County Assessor determines and enrolls a value for each parcel of taxable real property in the
County every year. The value review may result in a reduction in value. Taxpayer: in the County also may
appeal the determination of the County Assessor with respect to the assessed value: of their property. Prior
to 1992, assessment appeals filings in the County averaged less than 2,000 petitions annually. From 1992
to 1997 the filings averaged 22,000 per year. With the turnaround in real estate values in 1998, appeals
declined, but the assessor was still required to process over 10,000 appeals. The County projects that the
volume of current assessment appeals in 1998 will be sustained due to fluctuations in the real estate market.

As of January 1, 1999, the balance of pending applications was 4,752. This included current and
prior years’ filings. The County has four Assessment Appeals Boards who meet three days per week to
process the applications. Waivers extending the statutory two-year processing deadline are obtained by the
County for applications approaching this time limit.

The Teeter Plan

Beginning fiscal year 1993-94, the County adopted the alternative method of secured property tax
apportionment available under Chapter 3, Part 8, Division 1, of the Revenue and Taxation Code of the State
of California (also known as the *Teeter Plan™). This alternative method provides for funding each taxing
entity included in the Teeter Plan with its total secured property taxes during the year the taxes arc levied,
including any amount uncollected at fiscal year end. Under this plan, the County’s general fund receives the
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full amount of secured property taxes levied each year and, therefore, no longer experiences delinquent taxes.
In addition, the County’s general fund benefits from future collections of penalties and interest on all
delinguent taxes collected on behalf of participants in this alternative method of apportionment.

Upon adopting the Teeter Plan in 1993, the County was required to distribute to participating local
agencies, 95% of the then accumulated, secured roll property tax delinquencies and to place the remaining
59, in the tax losses reserve fund, as described below. On November 20, 1995, the County issued its Teeter
Obligation Taxable Commercial Paper Notes, Series A (the “1995 Series A Notes™) and its Teeter Obligation
Tax-Exempt Commercial Paper Notes, Series B (the “1995 Series B Notes,” and together with the 1995
Series A Notes, the “Commercial Paper Notes”). The 1995 Series A Notes were delivered in a principal
amount of $25,900,000, which principal amount was not in excess of remaining uncollected delinquencies
in property taxes and assessments due to the County and the other Revenue Districts for all fiscal years of
the County ended on and prior to June 30, 1993 for which the County has provided funds pursuant to the
Law, exclusive of Default Penalties thereon. Proceeds received from the initial sale of the 1995 Series A
Notes were applied first to refund the principal amount of the Debenture issued to refund the County’s
obligation to fund the delinquencies in property taxes, assessments and other levies due to the County and
the other Revenue Districts pursuant to the Law for all fiscal years of the County ended on and prior to June
30, 1993 (the “Initial Debenture™), with remaining amounts to pay costs in connection with the issuance of
the 1995 Series A Notes. The 1995 Series B Notes were initially delivered in a principal amount of
$42,400,000, exclusive of Default Penalties thereon. Proceeds received from the initial sale of the 1995
Series B Notes were applied to refund the remaining Debentures attributable to the fiscal years ended June
30, 1994 and June 30, 1995 and to pay costs in connection with the issuance of the 1995 Series B Notes. On
June 26, 1996, the County issued additional Series B Notes in a principal amount of $37,500,000. Proceeds
received from the initial sale of such additional Series B Notes were applied first to refund the Demand
Obligation attributable to the fiscal year ending June 30, 1996 and to pay costs in connection with the
issuance of such Series B Notes. On June 25, 1997, the County issued additional Series B Notes in a
principal amount of $32,750,000. Proceeds received from the initial sale of Series B Notes were applied first
to refund the Demand Obligation attributable to the fiscal year ending June 30, 1998 and to pay costs in
connection with the issuance of such Series B Notes. On June 22, 1998, the County issued additional Senes
B Notes in a principal amount of $34,000,000. Proceeds received from the initial sale of the Series B Notes
were applied first to refund the Demand Obligation attributable to the fiscal year ending June 30, 1999 and
to pay costs in connection with the issuance of such Series B Notes. As of the date of sale, $40,761,000
aggregate principal amount of Series Bl Notes were outstanding.

The Commercial Paper Notes and the interest thereon are on a parity in right of payment from the
General Fund with all other obligations of the County payable from the General Fund, except County
obligations to set aside amounts therefor and to repay tax and revenue anticipation notes which it may issue
from time to time for working capital purposes in accordance with applicable law, which are senior 10 the
County’s Commercial Paper Notes in right of payment from the General Fund. In addition, the Commercial
Paper Notes, Scries A have a first priority lien on Series A Taxes and certain amounts deposited in the Series
A Pledge Fund held by the Fiscal Agent. “Series A Taxes” means (i) the right to collect delinquencies n
property taxes and assessments due to the County and the other Revenue Districts for all fiscal years of the
County ended on and prior to June 30, 1993 ‘for which the County has provided funds pursuant to Section
4701 et seq. of the California Revenue and Taxation Code (the “Law”), and Default Penalties thereon, and
(i) all amounts received by the County upon the sale of property to recover such delinquent property taxes
or assessments, and (iii) all amounts received by the County upon redemption of properties for sale or
previously sold to recover such property taxes or assessments, in each case to which the County 1s entitled
as a consequence of electing to being governed by the Law, but not amounts evidencing or constituting
interest or Redemption Penalties (as specified in Section 4103 of the Revenue and Taxation Code and (iv)

19



the right to collect interest and Redemption Penalties on such property taxes and assessments that are paid
during the occurrence and continuance of an event of default under the resolution securing the Commercial
Paper Notes or as otherwise provided in the Reimbursement Agreement, but not including costs and fees paid
as redemption and County administrative fees in connection with a parcel tax defaLlt in accordance with the
Law. Series A Taxes do not include Series B Taxes or Other Taxes. “Other Taxcs” means (1) the right to
collect delinquent property taxes and assessments due to the County and other Revenue Districts and
attributable to the fiscal years ending after June 30, 1996 (except for such amounts which are defined as
“Sertes B Taxes” or otherwise excluded from the definition of “Other Taxes”), for which the County actually
provides funding pursuant to Section 4705 of the Law, and Default Penalties thereon, (i1) all amounts
recerved by the County upon the sale of property to recover such property taxes or assessments, and () all
amounts received by the County upon the redemption of properties for sale or previously sold to recover such
property taxes or assessments, in each case to which the County is entitled as a consequence of electing to
being governed by the Law, but not amounts evidencing or constituting interest or Redemption Penalties,
and (iv) the right to collect interest and Redemption Penalties on such property taxes and assessments that
are paid during the occurrence and continuance of an Event of Default or as otherwise provided in the
Reimbursement Agreement, but not including costs and fees paid in as redemption and County
admimistrative fees in connection with a parcel tax default in accordance with the I aw. Other Taxes do not
include Series A Taxes or Series B Taxes.

The Commercial Paper Notes, Series B have a first priority lien on Series B Taxes and certain
amounts deposited in the Series B Pledge Fund held by the Fiscal Agent. “Series B Taxes” means (i} the
right to collect any uncollected property taxes and assessments atiributable to the fiscal years ended June 30,
1994, 1995. 1996, 1997 and the fiscal year ending June 30, 1998 and such other fiscal years, if any, as may
be specified in a Supplemental Resolution, for which the County actually provided funding pursuant to
Section 4705 of the Law. and Default Penalties thereon, (ii) all amounts received by the County upon the
sale of property to recover such property taxes or assessments, and (iii) all amounts received by the County
upon redemption of properties for sale or previously sold to recover such property taxes or assessments, in
each case to which the County is entitled as a consequence of electing to being govemned by the Law, but not
amounts evidencing or constituting interest or Redemption Penalties, and (iv) the right to collect interest and
Redemption Penalties on such property taxes and assessments that are paid during the occurrence and
continuance of an Event of Default or as otherwise provided in the Reimbursement Agreement, but not
including costs and fees paid as redemption and County administrative fees in connection with a parcel tax
default in accordance with the Law, Series B Taxes do not include Series A Taxes or Other Taxes.

Pursuant to the Law, the County is required to establish a tax losses reserve fund to cover losses
which may occur in the amount of tax liens as a result of special sales of tax-defaulted property (i.e., if the
sale price of the property is less than the amount owed). The amount required to be on deposit in the tax
losses reserve fund is, at the election of the County, one of the following amounts: (1) an amount not less
than 1% of the total amount of taxes and assessments levied on the secured roll for a particular year for
entities participating in the Teeter Plan, or (2) an amount not less than 25% of the total delinquent secured
taxes and assessments calculated as of the end of the fiscal year for entities participating in the Teeter Plan.
The County’s tax losses reserve fund will be fully funded, in accordance with the County’s election to be
governed by the second alternative, at $6.5 million as of June 30, 1998. Accordingly, any additional penalties
and interest that otherwise would be credited to the tax losses reserve fund are c-edited to the County’s
General Fund.
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Financial Statements

The following financial statements were developed from the Chief Financial Officer/Auditor and
Controller’s *Annual Financial Report” and other official public records. A copy of the general purpose
financial statements of the County for the year ended June 30, 1998 is attached to this Official Statement as
Appendix B. The following statements are for informational purposes only and do not constitute the

complete financial statements of the County.

GENERAL FUND
COMBINED BALANCE SHEET
At June 30, 1998 Compared to June 30, 1997

{(In Thousands)
ASSETS 1997

Cash $ 8614
Cash with Fiscal Agent” 214,551
Taxes Receivable 219
Accounts Receivable 126,611
Loans Receivable 8,313
Due from Other Funds ¢** 95,245
Deposits with Others --
Inventories-Materials and Supplies 10,722

TOTAL ASSETS $ 464,275
LIABILITIES AND EQUITIES
Accounts Payable $ 26,407
Accrued Payrol! 18,441
Amount Due for Tax and Revenue Anticipation Notes” 212,297
Due to Other Funds 45,561
Deferred Revenue 39,719
Fund Balance-Unavailable Encumbrances 33,290
Fund Balance-Unavailable Reserves 24,289
Fund Balance-Avatilable 64271

TOTAL LIABILITIES AND EQUITIES $ 464,275

Source: County of San Diego, Comprehensive Financial Report.

th
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1998
$ 52,365
231.746
242
160,615
1,397
103,600

10,039
$560.004

$ 25,481
19,706
227.531
32,459
33,742
47,916
17.316
155,853
$560,004

Consistent with National Council on Governmental Accounting Interpretation No. 9, the liability for tax and
revenue anticipation notes outstanding at June 30 is displayed in the General Fund and offset by a corresponding
asset recorded as cash with fiscal agent representing the pledged amounts. In the prior year, pledged amounts were
maintained in a separate pledge fund of the County.
Represents receivables and payables between General Fund and other County funds based on actual or estimated
claims outstanding.



SOURCES OF FUNDS

Fund Baiances

Reserved for Encumbrances
Unreserved
Taxes
Licenses, Permits and Franchises
Fines, Forfeitures and Penalties
Use of Money and Property
Aid from Other Gov’t Agencies
Charges for Current Services
Other Revenue
Sale of Fixed Assets
Operating Transfers-in "
Issuance of Lease Purchases ¥
Long Term Debt Proceeds

TOTAL SOURCES

USES OF FUNDS

General

Public Protection

Public Ways and Facilities

Health and Sanitation

Public Assistance

Education

Recreation and Cultural Services

Capital QOutlay

Debt Service

Other

Operating Transfers-out '"
TOTAL USES

GENERAL FUND
COMPARISON OF REVENUES, EXPENDITURES AND FUND BALANCES
For Fiscal Years 1993-94 Through 1997-98

(In Thousands)
1993-94 1994-95 1995-96 1996-97 1997-98
$§ 23652 § 42886 % 54379 § 59492 § 33,290
8,642 96,876 43,323 50,678 64,271
332,680 250,283 275,298 270,881 284,970
19,530 20,148 20,311 20,958 21,034
11,644 11,547 16,248 21,100 21.849
36,804 18,718 17,093 14,289 26,236
1,357,844 1,404,950 1,407,391 1,387,493 1,344,981
140,586 137,423 153,101 152,129 174,468
16,648 13,277 13,719 24778 15,966
166 380 -- -- -
2,503 2,140 37,749 40,951 25,583
74,214 7,018 1,849 €,653 4,226
430,430 -- -- -- --
$2,454743 $2,005,646 $2,040,461 $2,045,402 $2,016,874
$ 164,076 $ 164,567 $171,373  $184.397 181.031
432,685 445,092 476,290 50(,763 535,863
980 1.383 1,335 1,181 1,458
234,489 240,995 249,569 252 828 281,363
932,497 958,812 943,789 865,278 759.389
213 222 238 228 270
7,081 6,005 6,222 €.281 8.094
74,214 7,018 1,849 €.,053 4,226
14,441 18,252 16,866 15,196 14249
1,103 -- -- -0- -0-
453,182 54,181 53.730 114.547 85,367
$2.314961 $1.896,527 $1.921,261 $1.948352 1871310

é‘;;)urcc: County of San Diego, Chief Financial Officer/Auditor and Controller.

1" “Operating Transfers-in” consist primarily of funds transferred from the Accumulatec Capital QOutlay Fund, the
Shenff Asset Forfeiture Fund, Parkland Dedication Funds, and, beginning in Fiscal Year 1995-96, the Trial Court
Operations Special Revenue Fund. “Operating Transfers-out” consist primarily of traasfers to the Accumulated
Capital Qutlay Fund. For Fiscal Year 1993-94, “Operating Transfers-out” included $430.4 million in Pension

Obligation Bond proceeds transferred to the Pension Trust Fund.

Excludes refundings.
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1997-98 Fiscal Year Financial Sammary

The County closed books for Fiscal Year 1997-98 on July 31, 1998, reflecting a significant
improvement in Group resources and Countywide resources. Based on year-end (unaudited) reports, the
County’s General Fund ended the Fiscal Year with a surplus of about $64.5 million. In addition, a $60
million General reserve (350 million) and Operating reserves ($10 miilion) were established during 1997-98
as a result of the County’s improved fiscal status. Of the $64.5 million, $50.9 million is the result of the
Groups/Departments operations due to reduced costs and/or improvements of the revenue base. The $14.5
million improvement in Countrywide resources is directly attributed to the tremendous improvement in the
State and local economy. Significant positive components include (1) increased Statewide vehicle license
fee revenues of about 2.4% or $3 million, above budgeted levels, reflecting continuing improvement in
automobile sales; (2) a net favorable surplus amount of approximately $1.3 million due to higher interest
eamnings; (3) overrealized $3.5 million Supplemental Property Taxes due to high real estate activity; (4)
overrealized Sales Tax by $2.0 million; (5) a significant increase in the Real Property Transfer Tax revenues
of $4.5 million due to increased real estate activity. Finally, receipt of net proceeds in the amount of
approximately $157 million from the sale of the County’s Solid Waste Systemn enabled to the County to
establish an Environmental Trust Fund of $101 million for the various costs associated with continuing
ownership of the retained facilities, such as closure and postclosure costs, as well as costs relating to
environmental remediation.

1998-99 Fiscal Year Preliminary Financial Outlook

The County’s final budget for fiscal year 1998-99 (“Adopted Budget”) was approved by the County
Board of Supervisors on July 21, 1998. The Adopted Budget is approximately $63.7 miltion less than the
1997-98 Adopted Budget. Key assumptions of the adopted 1998-99 spending plan include the following:
(1) growth of about 4.1% in the gross regional product; (2) the San Diego County unemployment rate wiil
continue to fall below both California and national levels; (3) a 3-year salary and benefit increase was
negotiated for almost all county bargaining units; (4) total general revenues are estimated to grow by about
$25 million, the highest since 1989; (5) other growth areas are 5.5% ($11.4 million) for property taxes, 4.5%
(85 million) for vehicle license fee revenues, and 4.0% ($1 million) for sales tax revenues: (6) reduction
of projected public assistance costs of about 13.4% ($150 million) due to changes in Federal and State
welfare provisions that reflect decreased caseload and reduced assistance benefits; and (7) the Country’s
general reserve ($50 million) and contingency reserves ($10 million), both for economic uncertainties and
unforeseen catastrophic situations. In addition, $17.9 in Group Department Reserves was also included in
the budget; another approximate $35 million in unanticipated fund balance from 1997-98 operations is also
available as a potential reserve. The Adopted Budget represents the completion of a two-year process to
achieve a “Structurally Balanced” budget, {i.e. on-going expenditures are funded by on-going revenue). A
total of $12.1 million in adjustments was completed in the first year of the plan. An additional $13.9 million
was incorporated into the 1998-99 budget for a total adjustment of $26 million.

Approved Vehicle License Fee Reduction

On August 20, 1998, the Governor approved a 25% reduction in Vehicle License Fee (VLF),
beginning on January 1, 1999. The VLF is an annual fee on the ownership of a registered vehicle in
California. Automobiles, motorcycles, pick-up trucks, commercial trucks and trailers, rental cars and
taxicabs are all subject to the VLF. The VLF revenues are distributed by the State to cities and counties.
Approximately three-fourths of the VLF revenues can be used for any purpose, with the remaining funds
used to pay for “realignment” Health and Social Services program. In 1998-99, VLF revenues in the State
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are expected to total over $3.9 billion. This permanent reduction was backfilled by State general Tax
revenue, so that counties and cities see no reduction in revenues.

The County’s Adopted budget for Fiscal Year ending June 1999, anticipates $185.5 million in VLF.
VLEF represent the second largest source of general purpose revenues (after Property Taxes) over 25%. The
County utilizes the general purpose revenues (approximately $126 million) to fund various County-wide
programs, and use the “realignment” revenues ($59 million) to fund health, mental health, medicai and social
service programs. As was indicated above, the State’s General Fund will pay local governments for lost VLF
revenues on a dollar per dollar matching basis, from State general fund revenues. The repaymient funds will
be contmuous appropriations, however, is not a firm guarantee of a continuing replzcement. Thus, in future
years there could be a loss by local governments of state revenues to offset lost V1.F fees.

Year 2000 Computer Compliance

Many computer systems and applications currently use two digits to define the applicable year. As
a result. date-sensitive systems may recognize year 2000 as 1900 or not at all, which could cause
miscalculations or system failures. The Chief Information Officer of the County has reported to the County’s
Board of Supervisors that sufficient appropriations have been made and are expe:ted to be made for the
County to correctly identify and modify the necessary internal and external compuer resources to replace,
upgrade or modify all significant systems which do not correctly identify the yzar 2000. The County
anticipates that all internal systems will be year-2000 compliant by June 1, 1999, and that all external
interfaces (1.e. with the State Board of Equalization) will be properly modified during 1999. In addition, the
County is reviewing its vendors, suppliers and other third parties with whom it has substantial financial
relationships to determine whether any such parties expect to experience Y2K problems with consequences
to the County. The County is not presently aware of any substantial problem with these entities which would
have a material adverse effect on the County. However, there can be no assurance that the systems or
products of other companies on which the County’s systems rely will be timely converted or that any such
tailure to convert by a vendor, customer or another company would not have an adverse effect on the
County’s systems.

Annual Budget

The County General Fund {inances the legally authorized activities of the County not provided for
in other restricted funds. General Fund revenues are derived from such sources as taxes, licenses and
permits, fines, forfeits and penalties, use of money and property, aid from other governmental agencies,
charges for current services and other revenue. General Fund expenditure and encumbrances are classified
by the functions of public safety, health and human services, land use and environment, community services,
finance and general government and other.

The Board of Supervisors is required by State law to adopt a balanced annual budget no later than
August 30 of each year. The Board of Supervisors may, by resolution, extend the date of adoption of a
balanced budget to October 2. The Board of Supervisors adopted the County’s fiscal year 1998-99 budget
on July 21, 1998. The Board of Supervisors is further required to set tax rates by September 1 in accordance
with Article XIII A of the California Constitution. See “County Financial Information — Ad Valorem
Property Taxation™ herein.

Since the budget must be in balance, any shortfall in revenues requires a reduction in appropriations.

No increase in the aggregate appropriations can be made after the final budget has been adopted unless the
County has received written certification of additional revenue from the sources of such revenue.
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Tn order to ensure that the budget remains in balance throughout the fiscal year, quarterly reviews
are made covering actual receipts and expenditures. In the event of any shortfall in projected revenue,
immediate steps are taken to reduce appropriations. Appropriation reductions would be achieved through
a combination of hiring freezes, employee layoffs, and freezes on the purchase of equipment, services and
supplies. California counties are not permitted by State law to impose fees to raise general revenue, but only
to recover the costs of regulation or provision of services. The Chief Financial Officer/Auditor and
Controller is responsible for monitoring and reporting expenditures within budgeted appropriations.
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The following table shows the County’s adopted General Fund budget for fiscal years 1997-98 and

1998-99,

COUNTY OF SAN DIEGO

ADOPTED GENERAL FUND BUDGET

Fiscal Year 1997-98, compared to Fiscal Year 1998-99

(In Thousands)

Budget 1997-9%

APPROPRIATIONS

Public Safety

Health & Human Services

Land Use & Environment

Community Services

Finance and General Government
and Other

Appropriation for Contingencies
and Designations
Total Appropriations

REVENUES
Current Property Taxes
Taxes other than Current Property Taxes
Licenses. Permits & Franchises
Fines & Forfeitures
Use of Money & Property
Aid from other Government Agencies
Charges tor Current Services
Other Revenues
Total Revenues

Estimated Fund Balance Available

Total Available Financing

Adopted

S 547237
1,148,123
48,728
78,786

165,514

18,672
$2,007.060

$ 221.650
50,422
20,795
14,210
13,111

1,431,789
155,985
57,024

51,964,986

42,074

$2,007,060

Source: County of San Diego Chief Financial Officer/Auditor and Controller.

" As adopted by the County Board of Supervisors on July 21, 1998.
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Adopted

Budget 1998-99

$ 591,129
995,294
70.295
83,557

176,503

60,000
1,976,778

S 232,150
55,472
21,245
26,243
13,969

1.321,193
169.241
46,981

$1.886,494

90,284

51,976,778



Trial Court Funding

The State legislature recently enacted a bill to reform funding for local trial courts (“AB 2337). AB
233, which became effective January 1, 1997, transfers responsibility from counties to the State for local trial
court funding commencing in the 1997-98 fiscal year. Under such legislation, the State will assume a greater
degree of responsibility for trial court operations costs in fiscal year 1997-1998.The State of Califorma
Department of Finance has estimated a net positive fiscal impact on the County in the amount of $26 million

in fiscal year 1998-99 as a result of AB 233.

The County will continue to be obligated to provide facilities for all judicial officers and support
positions created prior to July 1, 1996, including officers and positions which replace such officers and
positions created prior to July 1, 1996. However, under AB 233 the County is not required to finance any
new expenditures with respect to capital needs of judicial officers and support positions created during the
period from January 1, 1999 to June 30, 2001. All of the judicial officer and support positions located at the
Leased Premises were created prior to July 1, 1996. Therefore, the County remains obligated to fund capital
expenditures with respect (0 capital needs of existing judicial officers and support positions located in the
Leased Premises.

Retirement Program

The employees retirement system of the County, established July 1, 1939 under provisions of the
County Employees’ Retirement Law of 1937, is a contributory type plan covering substantially all permanent
employees. The plan is integrated with the federal Social Security System. For fiscal year 1996-97,
contributions to the retirement fund amounted to approximately $61.6 million by the County and $6.2 million
by employee members. There were 16,635 active members, 7,692 retired members and 1,929 deferred
members as of June 30, 1997.

The retirement system operates on a fiscal year basis and has an actuarial valuation prepared
annually. At June 30, 1997, the date of the most recent actuarial valuation report, the actuarial accrued
liability was approximately $2.5 billion and was 108% funded. The County anticipates receipt of a credit
to its general fund of approximately $25 million as a result of overfunding of its actuarial liability, such
credit to be realized over the next five years commencing with fiscal year 1998-99. The County’s method
for computing actual contributions (level percentages) results in the employer contribution remaining
approximately level from generation to generation as a percentage of the active employee payroll. The
actuarially computed liabilities are based upon assumptions which make provisions for future salary
increases resulting from inflationary factors. The level of funding available for the retirement system isa
function of a number of factors, including duration of employment, assumptions regarding costs of living
and the performance of the stock market. Additional costs resulting from retiree health insurance and death
benefits are paid on a current basis from surplus investment carmings in the fund.

In a recent decision in the case of Ventura County Depury Sheriff's Association V. Board of
Retirement of Ventura County Employees’ Retirement Association (the “Ventura Case”), the California
Supreme Court held that certain payments made by a county in excess of basic salary payments to employees
is included in the definition of compensation within the meaning of the Retirement Law. Consequently, the
County may be required to increase the amount of payments to the Association for the benefit of its
employees in the current fiscal year and future fiscal years. The California Supreme Court did not determine
whether its holding in the Ventura Case was to be applied retroactively. In the event that the Ventura Case
requires that benefits be increased for past services, the County’s pension benefit obligation may be
increased. As a result, the County may be required to make payments (o the Association over a period of
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time to pay for these additional benefits. The County estimates, based upon a preliminary review of the
Ventura Case, that the potential financial impact of a prospective application of the Ventura Case is
approximately $5,000,000. At June 30, 1997, the actuarial accrued liability was approximately $2.5 billion
and was 108% funded. Accordingly, the County does not €xpect any prospective application of the Venturg
Case to adversely affect the County’s ability to pay principal of and interest with respect to the Certificates
as and when due. The County has not analyzed the potential financial impact if the Ventura Case is applied
retroactively.

In July, 1998 a lawsuit was filed against the San Diego County Employees Retirement Association
and the County (the “Stapel Case™) to have terminal vacation payments and other payments included as
part of final compensation for purposes of computing retirement benefits. The plaintiffs also seek to have
the Ventura Case apply to retirement payments made prior to October 1, 1997. The County is aware that
a number of lawsuits also seeking application and expansion of the Ventura Case have been filed
throughout the State and that these cases may be consolidated in Sacramento. An adverse outcome in one
or more of the consolidated cases filed against another County could have an adverse impact on the
County’s financial position. The County estimates, based upon a preliminary review of the Stapel Case,
that the potenttal unfunded liability to the County, could range from $50 million t), if the case is ultimately
decided to extend retroactively, $120,000,000.

Shown below are the County contributions for recent fiscal years and the level of contributions
anticipated for fiscal year 1998-99.

COUNTY OF SAN DIEGO
EMPLOYER CONTRIBUTIONS TO RETIREMENT SYSTEM

T9BE-8Y e $ 58,787,592
1989-90 oo 65,391,658
990-91 oo 78,046,026
POOL-92 e 92,482,653
1992-93 oo 97,199,000
1993-94 .o 89,267,603
Y994-95 o 80,992,355
1995-961 ooooo e 103,692,355
1996-970 e 101,609,873
V997981 107,254,394
F998-991 2 e 71,127,000

Source: County of San Diego Chief Financial Officer/Auditor and Controller.
‘" Includes principal and interest payments on the County’s Taxable Pension Obligation Bonds,
* Reduction due to credit from County Retirement System.
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[nvestments of the retirement system are recorded at fair value, net of brokerage commissions and
other costs normally incurred in a sale, based upon closing sale proceeds reported on recognized securities
exchanges on the last business day of the period, or for listed securities having no sales reported and for
unlisted securities, based upon last reported bid prices. As of June 30, 1997, Standard & Poor’s Ratings
Services, a division of The McGraw-Hill Companies (“S&P”) rated the County’s retirement system’s ability
to meet its financial commitments “AA-." The approximate fair value of all investments held by the
retirement system, as of June 30, 1997 was as follows:

Domestic equity securities and cash for swaps and futures $1,389,158,062
International equity securities and cash for swaps and futures 794,379,856
Bonds and cash for swaps and futures 738,336,616
Cash collateral on securities lending 226,183,439
Real Estate 136,606,930
Cash and short-term investments 10,390,146

Total Invesiments $3.295,055,049

Risk Management

The County is required to obtain and maintain various types of insurance coverage in connection
with project lease financings of the County. In general, the Existing Leases (as defined below) require the
County to maintain casualty insurance, public liability insurance, workers compensation insurance and rental
interruption insurance.

In accordance with Government Accounting Standards Board Statement 10, “Accounting and
Financial Reporting for Risk Financing and Relating Insurance Items,” the County established an Internal
Service Fund (“ISF”) to report all of its uninsured risk management activities. An actuarial evaluation
estimated that at June 30, 1998 claims of $84.2 million, including $28.4 million in public liability and $55.8
million in workers’ compensation, were probable, resulting in a financial loss to the County. This estimate
was based partially on the experience of similar governmental entities. As of the same date, the ISF had an
ending balance of $28 million, resulting in an unfunded liability of approximately $57 million. The estimate
of claims liabilities were recorded in the ISF. In addition, there is a potential gross liability of $14 million,
which could result if unfavorable adjudication were rendered for pending legal actions. See Appendix B -
“County of San Diego Audited Financial Statements for the Fiscal Year ended June 30, 1998 at footnotes
2(C), 4(A)(1) and 4(C).

The County is required to obtain and maintain public liability insurance and workers compensation
insurance under various of its financing lease obligations. These financing leases generally require public
liability insurance to be issued by a responsible carrier or be in the form of self-insurance or self-funding to
cover claims for damages including death, personal injury, bodily injury, or property damage arising from
operations involving the facilities covered by such leases, affording protection with a combined single limit
loss of not less than $5,000,000 per occurrence with respect to bodily injury, death or property damage
liability. In addition, these financing leases generally require the County to obtain and maintain workers
compensation insurance issued by a responsible carrier or in the form of self-insurance or self-funding to
cover all persons employed by the County in connection with the facilities covered by such leases and to
cover full liability for compensation under the act requiring workers’ compensation. Any self-insurance or
self-funding for these risks is subject to certain conditions, including, but not limited to, providing evidence
of self-insurance and of appropriation of such funds as may be necessary for self-funding and annual
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certification to the trustee with respect to such financing leases by the County’s risk management officer or
an mdependent insurance consultant of the sufficiency of coverage.

The County does not carry l1abtlity insurance for premises liability, medical malpractice, errors and
omuissions, false arrest, general liability or workers compensation. Accordingly, the County may not be in
compliance with these insurance provisions. However, in 1996 the County adopted a ten-year phased
funding program to fund the unfunded hability in its internal service fund. In fiscal year 1996-97, the County
deposited $2 million into its ISF and in 1997-98 the County deposited $4 miilion into its ISF. The ten-year
phased funding program presently contemplates deposits of $6 million into the ISF in fiscal year 1998-99
and $8 million in fiscal year 1999-2000 and each fiscal year thereafter until the full unfunded liability in the
ISF is eliminated. See “County of San Diego Audited Financial Statements for the Fiscal Year ended June
30, 1997 at footnotes 2(C) and 4(C).

County of San Diego Employees
The tollowing table lists the number of County employees for the years | 989 to 1998:

TOTAL COUNTY EMPLOYEES

Year Total
(June 30} Employees
1989 15,057
1990 16,607
1991 17,150
1992 17,022
1993 16,999
1994 17,256
1995 17,470
1996 17,635
1997 17,541
1998 17,946

Source: County of San Drego Chief Financial Officer/Auditor and Controller.

County employees are represented by ten unions representing 25 bargaining units. The unions
represent approximately 85% of the County’s approximately 18,000 employees and include the San Diego
County Deputy Sherifts Association; Social Services Union, Local 538, SEIU, AFL-CIO; Deputy District
Attorneys™ Association: San Diego County Probation Association; District Attorney Investigators’
Association; the Service Employees International Union, Local 2028, AFL-CIO and CLC; the American
Federatton of State, County and Municipal Employees, Council 36, AFL-CIO, Loczl 3500; Deputy County
Counsels” Association and the Public Defender Attorneys’ Association.

Labor agreements are in place for most unions, through June 30, 2001 covering approximately

16,000 employees. The Deputy Sheriff Association and the District Attorney Investigation Association have
agreements through June 30, 2000. The remainder of al] employees are unrepresen-ed.
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Sale of the County Solid Waste System

On October 31, 1997, the County completed the sale of its solid waste system, consisting of four
active landfills, and certain related facilities, including transfer stations and a recycling facility (the “Solid
Waste System”), to Allied Waste Systems, Inc. (“Allied”) for approximately $1 57,000,000. Since the 1940°s
and until recently, the Solid Waste System was utilized by the County and vanous municipalities and private
waste haulers in the County for the disposal of virtually all of the solid waste generated in the County (with
the exception, in recent years, of solid waste generated in the City of San Diego).

The financial operations of the Solid Waste System had been managed by the County through a
separate solid waste fund, into which the revenues of the Solid Waste Systems (consisting primarily of
tipping fees paid by users of the Solid Waste System) were deposited, and from which costs of the Sohd
Waste Systems were paid. Over the last several years prior to the sale, the Solid Waste System experienced
significant financial distress. During that period, moneys from the County’s generai fund, operating reserves
and certain extraordinary revenue sources were loaned to the Solid Waste System from time to time in order
to prevent the insolvency of the Solid Waste enterprise fund. These circumstances led to the County’s sale
of the Solid Waste System.

In connection with the sale of the Solid Waste System, the County transferred all liabilities
corresponding to the Solid Waste System’s assets, including assets which were sold, closure and postclosure
funding, and environmental liability under CERCLA or related state or federal statutes (if any) for the
landfills sold. The County retained ownership of, and responsibility for, a number of inactive sites within
the Solid Waste System, including 12 inactive landfills. From a portion of the proceeds of the sale of the
Solid Waste System the County established reserves in the amount of $101 million for the various costs
associated with continuing ownership of the retained facilities, such as postclosure and closure costs, as well
as costs relating to environmental remediation, if any. The County believes it has made a reasonable
estimate of such postclosure costs and does not anticipate using funds in its General Fund to pay any such
costs. However, actual costs associated with continuing ownership of the retained facilities may differ from
estimated costs and may exceed the amounts currently reserved by the County for such purposes. Any
excess over estimated costs would be payable from the General Fund or insurance proceeds.

A company whose proposal to purchase the Solid Waste System was rejected (“Petitioner”) filed
a lawsuit in San Diego County Superior Court challenging the validity of the sale of the Solid Waste
System by the County to Allied. The trial court found the sale to be valid and upheld the transfer by the
County to Allied. Petitioner has appealed the trial court’s ruling, and filed a brief on September 8, 1998.
In the event the County should not prevail on appeal, the County may be required to rescind the sale,
reimburse Allied for the purchase price, and seek new proposals for the sale of the Solid Waste System.
In such event the County may receive less sale proceeds than it received from the sale of the Solid Waste
System to Allied. However, the County does not expect such result to have a material affect on the
County’s financial condition.

The County has appropriated approximately $56 million from proceeds available from and in
connection with the sale of the Solid Waste System to fund a general operating reserve in the amount of
approximately $32 million and to fund certain capital and environmental projects in the County in the
approximate amount of $24 million.
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Short-Term Borrowing

The County issued its 1998-99 Tax and Revenue Anticipation Notes (the “1999 TRANS™) in an
aggregate principal amount of $175,000,000, all of which are outstanding and scheduled to mature on

requirements for general fund expenditures during the fiscal year endmg June 3C, 1999, The 1999 TRANSs
are obligations of the County but are payable only out of taxes, nmcome, revenue, cash receipts and other
moneys of the County attributable to the Fiscal Year 1998-99 and legally available for payment thereof
(exclusive of any moneys required to be used to repay any Treasurer’s Loan and exclusive of moneys
pledged to the Teeter Obligation Commercial Paper Notes, as described herein) (“Unrestricted Revenues™).
In addition, the County has authorized and 1ssued its Teeter Obligation Commercial Paper Notes, Series A
and Series B as taxable and tax-exempt obligations, respectively, secured by (i) a pledge of all amounts
received by the County as payments for delinquent property taxes associated with the Teeter Plan levied in

property to recover such property taxes, assessments and other levies, or upon redemption of properties
previously sold to recover such property taxes, assessments or other levies. The Teeter Obligation
Commercial Paper Notes may also be payable from the General Fund of the County, The amounts pledged
to the Teeter Obligation Commercial Paper Notes will not be available to pay the 1999 TRANs and the
amounts pledged to pay the 1999 TRANSs will not be available to pay the Teeter Obligation Commercial
Paper Notes. See “Security for and Sources of Payment of the Notes” and “County Financial Information
-- The Teeter Plan.”

Section 6 of Article XVI of the California Constitution provides for interfund borrowing (a
Treasurer’s Loan) to cover short term operational deficits occurring as a result of imbalances between
receipts and expenditures. A Treasurer’s Loan was utilized by the County during Fiscal Year 1996-97 0
pay for certain costs incurred in connection with the prepayment of the County’s obligations under the
California Poltution Control Financing Authority’s Solid Waste Revenue Bonds (North County Recycling
Center) 1991 Series A and B and other early expenditures incurred by the County. which loan was repaid.
A Treasurer’s loan was utilized during the Fiscal Year 1993-94 to prefund interest for a taxable note issue,
which loan was repaid. The County has also utilized such Treasurer’s Loans during Fiscal Years 1990-9]
to 1995-96 to fund certain County library programs in annual amounts ranging from $600,000 to
$6,000.000. Such loans are usually repaid by May of the fiscal year in which such Treasurer’s Loan was
made and have in all events been repaid by the end of the respective fiscal year. The County has not
otherwise obtained Treasurer’s Loans. The California Constitution prohibits iterfund borrowing by
counties after the last Monday of April of each fiscal year, and of amounts in exc:ss of 85% of revenues
accrued. The Board of Supervisors has authorized Treasurer’s Loans during Fiscal Year 1998-99, and

revenues.
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General Obligation Debt, Lease Obligations and Long-Term Loans

The County has no outstanding general obligation bonds. Starting with the financing of the El Cajon
Administrative Building in 1955, the County has made use of various lease arrangements with joint powers
authorities, a nonprofit corporation, the County Employees’ Retirement Association, a redevelopment agency
and private parties to finance capital project needs. Under these arrangements, the financing entity usually
constructs or acquires capital assets with the proceeds of lease revenue bonds or certificates of participation
and then leases the asset or assets to the County. As of May 1, 1998, annual base rental payments of the
County for Fiscal Year 1997-98 amounted to approximately $82 million and there was approximately $984
million aggregate principal amount of long-term general fund obligations outstanding. The annual base
rental for the obligations will aggregate $104,960 million in Fiscal Year 1998-99.
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A summary of general fund long-term obligations payable from the 2

follows:

SUMMARY OF GENERAL LONG-TERM OBLIGATIONS

PAYABLE FROM THE GENERAL FUND
As of June 30, 1998
(In Thousands)

CERTIFICATES OF PARTICIPATION
San Diego County Capital Asset Leasing Corporation
(SANCALY):

1989 East Mesa COP’s, issued November 1989
1991 Interim Justice Refunding, COP’s, issued
September 1991
1993 Series A, COP’s issued March 1993
1993 Vista Building, issued March 1993
1993 Master Refunding, COP’s issued May 1993
1996 Regienal Communication Systemn, COP, issued
May 1996
1996 North & East County Courthouse, COP's issued
December 1996
1997 Master Refunding, COP’s issued June 1997
1997 Central Jail Refunding, COP’s, issued July 1997
Total COPs
CAPITALIZED LEASES
San Diego Regional Building Authority Lease,
MTS Tower Refunding issued October 1991

San Dicgo Regional Building Authority Lease, Downtown

Courthouse, issued July 1993
THIRD PARTY FINANCING LEASES:
Motorola Corporation
Lease beginning December 1995
Other capitalized leases with various beginning
dates from December 1991 1o the present
Total Capitalized Leases

PENSION BONDS
San Diego Pension Obligation Bonds, Scries A

Accurmulated Unpaid Employee Leave Benefits
Landfill Closure
Arbitrage Rebate

REVENUE BONDS
Redevelopment Agency Series 1995

TOTAL GENERAL LONG-TERM DEBT

Source: County of San Diego Chief Financial Officer/Auditor and Controller.

In addition to the long-term general fund
County has various other liabilities. See Appendix

Interest
Rates

20-7.10%
8

6.
4.80-6.50%

3.00-5.75%
3.25-5.10%
2.50-5.625%
4.30-5.50%
4.00-3.60%

4.00-4.80%
4.00-5.00%

4.60-6.363%
5.19-7.25%

5.65%
4.54-8.00%

4.70-6.60%

4.75%-6.75%

for the Fiscal Year ended June 30, 1997 attached hereto.
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Final

Maturity
Dates

2010
2007

2013
2007
2012
2018
2019

2004
2025

2019
2011

2011
1996-2007

2007

2020

Original

Principal
Amountg

$ 24,433
38,045

7,640
26,085
203,400
52,230
37,690
28,035

80.675

$ 498,233

$ 46,965

__ 55419

39,772

14,917

$ 173284

$ 430,430

5.100

$1.109.907

:neral fund is presented as

Principal

Amounts

Qutstanding

$ 16,788
26,785

6,615
20,290
158,225
52,230
37,690

25,040
- 80,675

3 424338

S 42,100

66,830

16,020
10,272
$ 155,222

$ 395,475
$ 69438

101,000
0

5035

$1.153,368

obligations and liabilities listed in the above table, the
B —*County of San Diego Audited Financia] Statements



Recent Financings

On July 22, 1997 the County issued its Certificates of Participation (1997 Central Jail Refunding)
in an aggregate principal amount of $80,675,000 to provide funds to refund the outstanding principal
amount of the County’s $64,925 ,000 Certificates of Participation (1994 Inmate Reception Center and
Cooling Plant Financing).

Direct and Overlapping Debt

The County contains nUMmMerous municipalities, school districts and special purpose districts such as
water districts, all of which have issued general obligation bonds. Set forth below is a direct and overlapping
debt report (the “Debt Report”) prepared by California Municipal Statistics Inc. and dated April 1, 1998. The
Debt Report is included for general information purposes only. The County has not reviewed the Debt
Report for completeness or accuracy and makes no representations in connection therewith.

The Debt Report generally includes long term obligations sold in the public credit markets by public
agencies whose boundaries overlap the boundaries of the County in whole or in part. Such long term
obligations generally are not payable from revenues of the County (except as indicated) nor are they
necessarily obligations secured by land within the County. In many cases long term obligations issued by
a public agency are payable only from the general fund or other revenues of such public agency.
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COUNTY OF SAN DIEGO ESTIMATED DIRECT AND OVERLAPP

As of September 1, 1998

1997-98 Assessed Valuation:

Redevelopment Incremental Valuation: 7,348.716,28]
Adjusted Assessed Valyation: $145,553.662,099

OVERLAPPING TAX AND ASSESSMENT DERT-
Mctropolitan Water District
San Diego County Water Authority
San Diego Unified School District Lease Tax Obligations
San Marcos Unified School Distriet Schoot Facilities Improvement District No., [
Carlshad Unified School District
Union High Schoeol Districts
School Districts
Otay Municipal Water District Improvement Districts
Other Municipal Water Districts
City of San Diego
Other Cities
San Diego Open Space Park Facilities District
Community Facilities Districts
Other Special Districts
1915 Act Bonds (Estimated)
TOTAL GROSS OVERLAPPING TAX AND ASSESSMENT DEBT
Less:  San Diego Open Space Park Facilities District (100 self-supporting)
Sclf-supporting water bonds
TOTAL NET OVERLAPPING TAX AND ASSESSMENT DEBT

DIRECT AND OVERLAPPING GENERAL FUND OBLIGATION DEBT:
San Dicgo County General Fund Obligations
San Diego County Pension Obligations
San Diego County Superintendent ot School Obligations
Community College District Certificates of Participation
San Diego Unified School Distriet Certificates of Participation
Other Unified School District Certificates of Participation
High School District Certiticates of Participation
School District Certificates of Participation
Municipal Water District Certificates of Participation
City of San Diego General Fund Obligations
City of Escondido General Fund Obligations
Other City General Fund Obligations
San Miguel Consolidated Fire Protection District Certificates of Participation
Fallbrook Sanitary District Certificates of Participation
TOTAL GROSS DIRECT AND OVERLAPPING GENERAL FUND OBLIGATION DEBT
less: Otay Municipal Water District Certificates of Participation (100% self-supporting)
City of San Diego Authority Boads (100% self-supporting)
City of Qceanside Certificates of Participation
TOTAL NET DIRECT AND OVERLAPPING GENERAL FUND OBLIGATION DEBT

GROSS COMBINED TOTAL DEBT
NET COMBINED TOTAL DEBT

"' Excludes certiticates of participation to be sold.

Yo App icable
16.274%

ING BONDED DEBT

$152.902,378.380 (includes unitary utility valuz tion}

100.
100.
100
100.
100.
100
100.
100.
100.
100.
100.
100.
100.
100.

100.

%

100.
100.
100.
160.
100.
100.
100.
100.
100.
160.
100.
100.
160.

Debt 9/1/98
S 98,063,869
8,865,600
340,410,000
21,843,019
20,498,696
71,091,917
90,858,644
12,530,000
8,239,000
20,200,000
5,250,000
57,425,000
497,545,000
3,283,000
252212114
$1,514,315,259
57,425,000

115,000
$1,456,775,259

$ 520,418,000
373,220,000
2,267,500
32,425,000
67,675,000
53,133,314
29,362,886
52,302,168
32,730,000
214,370,000
96,267,916
283,526,532
11,770,000
12,800,000
$1,782.268,316
28,560,000
4,350,000

3.820,000
$1,745,538,316

$3,296,583,575
$3,202,313,575

1Y)

[¥3)

' Excludes tax and revenue anticipation notes, revenue, mortgage revenue and tax allocation bonds and non-bonded capital lease obligations.

Ratios 10 1997-98 Assessed Valuation:

Total Gross Direct and Overlapping Tax and Assessment Debt. e, 0.99%
Total Net Direct and Overlapping Tax and Assessment Debt. ... 0.95%
Ratios to Adjusted Assessed Valuation:

Combined Direct Debt (S893.638000) ... B O 0.619%
Gross Combined Total Debt ... e 2.20%
Net Combined Total Debe.... o F PR 2.20%

STATE SCHOOL BUILDING AID REPAYABLE AS OF 6:30/97: $10.953,642

Source: Califomia Munzeipal Statistics, [nc.
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SUPPLEMENTAL FINANCIAL INFORMATION

The following information concerning the State of California’s budgets has been obtained from

publicly available information which the County believes to be reliable; however, the County takes no
responsibility as to the accuracy or completeness thereof and has not independently verified such
information.

1996-97 and 1997-98 Fiscal Year’s State Budgets

With the end of the recession, and a growing economy starting in 1994, the State’s financial

condition improved markedly in the last two fiscal years, with a combination of better than expected
revenues, slowdown in growth of social welfare programs, and continued spending restraint based on the
actions taken in earlier years. The last of the recession-induced State budget deficits was repaid, allowing
the State’s budget reserve (the “SFEU”) to post a positive cash balance totaling $281 million as of June 30,
1997. The State’s cash position also returned to health, as cash flow borrowing was limited to $3 billion in
1996-97, and no deficit borrowing has occurred over the end of these last two fiscal years.

In each of these two fiscal years, the State budget contained the following major features:

1. Expenditures for K-14 schools grew significantly, as the new revenues were directed
to school spending under Proposition 98. This new money allowed several new education initiatives
to be funded, and raised K-12 per-pupil spending to approximately $4,900 by Fiscal Year 1996-97.
The 1997-98 State Budget allocated a record $22.1 billion in funding to State schools. Of this
amount, approximately $1.4 billion is allocated to the class-size reduction program permitting all
school districts with sufficient classroom space, to reduce kindergarten through third grade classes
to below 20 students.

2. The budgets limited health and welfare spending levels, holding to the reduced
benefit levels enacted in earlier years and attempted 10 reduce General Fund spending by calling for
greater support from the federal government. The State also attempted to shift to the federal
government a larger share of the cost of incarceration and social services for illegal aliens. Some of
these efforts were successful but as a whole the federal support never reached the levels anticipated
when the budgets were enacted. These funding shortfalls were, however, filled by the strong revenue
collections, which exceeded expectations.

3. General Fund support for the University of California and Califorma State
Universities grew by an average of 4.9 percent and 3.3 percent per year, respectively, and there were
no increases im student fees.

4, General Fund support for the Department of Corrections grew as needed to meet
increased prison population, although no new prisons were approved for construction. $100 million
was allocated in the 1997-1998 Budget to police departments and district attorney offices for
employees and equipment.

5. There were no tax increases, and starting January 1, 1997, there was a 5 percent cut
in corporate taxes. The suspension of the Renter’s Tax Credit, first taken as a cost-saving measure
during the recession, was continued. The 1997-1998 State Budget includes a $1.36 billion repayment
of borrowings from the state pension fund.
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As noted, the economy grew strongly during these fiscal years, and as a result, the General Fund took
in substantially greater tax revenues (around $2.2 billion in 1995-96 and $1.6 billion in 1996-97) than were
mitially planned when the budgets were enacted. These additional funds were largely directed to school
spending as mandated by Proposition 98, and to make up shortfalls from reduced ‘ederal heaith and welfare
aid. As a result, there was not any dramatic increase in budget reserves, although the accumulated budget
deticit from the recession years was finally eliminated in the past fiscal year.

1998-99 Fiscal Year Budget

The State of California added nearly 400,000 jobs during fiscal year 1997-98, with unemployment
levels dropping to record lows. In addition, housing starts rose by 32%. The State expects strong economic
conditions to continue, and forecasts job creation and income growth of 2.9% and *.7% respectively, thereby
outpacing national growth.

The 1998-1999 Fiscal Year State Budget projects total General Fund revenues and transfers of
approximately $56.9 billion, an increase of approximately $4 billion over the previous fiscal year’s revenues.
The State Budget also includes a tax reduction of $1.4 billion, the largest single-year reduction in the State’s
history. More than $500 million of this reduction will result from the reduction of the VLF fee. See “County
Financial Information — Vehicle License Fee Reduction.” The Budget also includzs a renters’ tax credit for
lower-income residents who pay taxes.

In addttion, the 1998-99 Fiscal Year State Budget entails Special Fund expenditures of $14.69 billion
and Special Fund revenues of $14.29 billion.

The principal features of the 1998-99 Fiscal Year State Budget include:

1. K-12 education receives an increase of $2.2 billion in increased and ongoing Proposition
support in the Budget. As a result of the augmentation, the reviszd K-12 dollars per pupil
spending will increase by more than $240 to $5,695.

2. The University of California’s General Fund budget will rise by $340 million, a 15.6%
increase, while funding for the California Community Colleges will increase by $300
million, a 6.6% increase.

3. General Fund expenditures of $15.34 billion for health and welfare programs.

The 1998-99 Fiscal Year State Budget also provides for a budget reserve of approximately $1.25 billion
for economic uncertainties.

Changes in State Budget

The State has in recent years experienced budgetary difficuities and has balanced its budget by
requiring local political subdivisions to fund certain costs theretofore borne by the State. No prediction can
be made as to whether the State will encounter budgetary problems for the 1998-9¢ fiscal year and if it does,
it is not clear what measures will be taken by the State to balance the budget as required by law. The County
cannot predict the ultimate impact of the State’s budget on its finances and operations. However, the County
does not expect variations in State aid to have a material effect on its ability to repay the Certificates.
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Federal Welfare Reform

On August 22, 1996, the President signed the Personal Responsibility and Work Opportunity
Reconciliation Act of 1996 (the «Welfare Reform Act”™), which makes substantial modifications to the
federal welfare system. Among other changes, the law includes: (i) conversion of Aid to Families with
Dependent Children from an entitlement program to a block grant titled Temporary Assistance for Needy
Families (“TANF™), with lifetime time limits on TANF recipients, work requirements and other changes;
(ii) provisions denying certain federal welfare and public benefits to legal noncitizens (this provision was
recently changed by a federal law), allowing states to elect to deny additional benefits (including TANF) to
legal noncitizens, and generally denying almost all benefits to illegal immigrants; and (iii) changes in the
Food Stamp program, including reducing maximum benefits and imposing work requirements.

As part of the 1997-98 Budget Act legislative package, the Legislature and Governor agreedona
comprehensive reform of the State’s public assistance programs to effectively implement the Welfare
Reform Act. The new basic State welfare program is called California Work Opportunity and Responsibility
to Kids Act (“*CalWORKS”), which replaces the former Aid to Families with Dependent Children (“AFDC™)
and Greater Avenues to Independence (“GAIN") programs effective January 1, 1998. Consistent with the
Welfare Reform Act, CalWORKS contains new time limits on receipt of welfare aid. The centerpiece of
CalWORKS is the linkage of eligibility to work participation requirements. Administration of the new
Welfare-to-Work programs will be largely at the county level, and counties are given financial incentives
for success in this program.

State and federal decisions to continue services to legal immigrants have decreased the
projected financial impact on county funds to General Assistance and the County Medically Indigent
Services Program. Due in part to declining caseloads, generally resulting from the economic recovery
in California and the County in particular, based on current information the County anticipates that
there will not be any materially adverse financial impact to its budget as a result of welfare reform.

SAN DIEGO COUNTY INVESTMENT POOL
General

Pursuant to a resolution adopted July 8, 1958, the Board of Supervisors delegated to the County
Treasurer-Tax Collector (the “Treasurer”) the authority to mnvest and reinvest funds of the County.
Applicable law limits this delegation of authority to a one-year period and must be renewed annually by
action of the Board of Supervisors. In addition to funds of the County (and the various departments in the
County, such as Public Works and Public Administration), funds of certain local agencies within the County,
including school districts in the County, are required under state law to be deposited into County treasury
(“Involuntary Depositors™). In addition, certain agencies, including community college districts, invest
certain of their funds in the County treasury on a voluntary basis {“Voluntary Depositors” and together with
the Involuntary Depositors, the “Depositors”). Deposits made by the County and the various local agencies
are commingled in a pooled investment fund (the “Treasury Pool” or the “Pool™). No particular deposits are
segregated for separate investment.

Under State law, Depositors in the Pool are permitted to withdraw funds which they have deposited
on 30 days notice. Historically, through the use of continuing deposits into the Pool, the proceeds of
maturing investments, and the sale of non-maturing investments at or above par, the County was able to
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provide for such withdrawals without ncurring any loss to the Pool from the sale of investments. However,
as market interest rates rose in 1994, the value of the various investments (including, in particular,
derivatives) in the Pool declined significantly. In addition, the amount of new deposits into the Pool
decrcased. Primarily as a result of these factors, significant stress was placed on the ability of the Treasurer
to continue to honor withdrawal requests from Depositors in the Pool without liquicating investments in the
Pool at a loss. In order to attempt to assure the continuing viability of the Pool, and to minimize the need to
liquidate investments in the Pool at a loss in order to meet cash flow requirements of Depositors seeking to
make withdrawals from the Pool, a phased withdrawal plan for all Voluntary Depositors was agreed to which
provided for the scheduled withdrawal of ail Voluntary Depositors over time through June 1998. The
objective of this withdrawal plan was to permit the withdrawal of Voluntary Debositor’s funds without
adversely affecting the hiquidity of the Pool and without Depositors incurring losses. Although participation
in the phased withdrawal proposal was not required by law, all Voluntary Depositors participated in this plan.
During the phased withdrawal plan, the Pool satisfied the cash flow requirements of all Depositors. The
phased withdrawal plan was completed in January 1998. The County does not expect that the Pool will
encounter hquidity shortfalls based on its current portfolio and investment guidelires or realize any losses
that may be required to be allocated among all Depositors in the Pool.

The County has established an Oversight Committee as required by State law. The members of the
Oversight Commttee include the C ounty Treasurer, the Chief Financial Officer/Auditor and Controller,
members of the public. and a representative from a special district and a school district. The role of the
Oversight Committee is to review and monitor the Investment Policy that is ptepared by the County
Treasurer.

The Treasury Pool’s Portfolio

As of Nevember 30, 1998, the securities in the Treasury Pool had a market value of $1,609.03 1,649
and a book value of $1,627.444.515. for a net unrealized loss of 1.18% of the book value of the Treasury
Pool. As of November 30, 1998. the weighted average maturity of the Pool portfolio was approximately
316 days. As of November 30, 1998, 23.52% of the Pool was invested in securities with maturities ranging
from 1-30 days, 12.74% of the Pool was invested in securities with maturities ranzing from 31-90 days,
2.82% of the Pool was invested in securities with maturities ranging from 91-180 days, 35.18% of the Pool
was invested in securities with maturities ranging from 181-365 days, and 13.47% of the Pool was invested
In securities with maturities ranging from 366 days to 2 years, and 12.28% maturing hetween 2 and 3 years.

As of November 30, 1998, the Treasury Pool had 2.88% of variable rate securities whose interest
rates vary in inverse relationship to interest rates and 3.07% of securities whose interest rates are determined
based on the spread relationship between two indices. As of November 30, 1998, the Treasury Pool had no
reverse repurchase agreements outstanding. In the past year, the Pooi entered inio reverse repurchase
agreements for the purpose of increasing the yield on investments in the Treasury Pool and not for the
purpose of covering liquidity shortfalls,

The duration for the Treasury Pool was 0.44 as of November 30 » 1998. “Duration” is a measure of
the price volatility of the portfolio and reflects an estimate of the projected increase or decrease in the value
of the portfolio based upon a decrease or increase in mterest rates. A duration of 0.4< means that for every
one percent increase in interest rates the market value of the portfolio would decrease by .44 percent.

As of November 30, 1998, approximately .9% of the total funds in the Pool were deposited by
Voluntary Depositors: such as cities and fire districts, 5.7% by communtity colleges, 57.1% by the County,
and 36.3% by K through 12 school districts.
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Fitch Investors Services, L.P. has rated the Pool’s ability to meet its financial commitments
“AA’?/PI+’9-

Investments of the Treasury Pool

Authorized Investments. Investments of the Pool are placed in those securities authorized by various
sections of the California Government Code, which include obligations of the United States Treasury,
Agencies of the United States Government, local and State bond issues, bankers acceptances, commercial
paper of prime quality, certificates of deposit (both collateralized and negotiable), repurchase and reverse
repurchase agreements, medium term corporate notes, shares of beneficial interest in diversified management
companies (mutual funds), and asset backed (including mortgage related) and pass-through securities.
Generally, investments in repurchase agreements cannot exceed a term of one year and the security
underlying the agreement shall be valued at 102% or greater of the funds borrowed against the security and
the value of the repurchase agreement shall be adjusted no less than quarterly. In addition, reverse
repurchase agreement generally may not exceed 20% of the base value of the portfolio and the term of the
agreement may not exceed 92 days. Securities lending transactions are considered reverse repurchase
agreements for purposes of this limitation. Base Value is defined as the total cash balance excluding any
amounts borrowed (i.e., amounts obtamed through selling securities by way of reverse repurchase
agreements or other similar borrowing methods).

Legislation which would modify the currently authorized investments and place restrictions on the
ability of municipalities to invest in various securities is considered from time to time by the California State
Legislature. Therefore, there can be no assurances that the current mvestments in the Treasury Pool will not
vary significantly from the investments described herein.

The Investment Policy. The County’s Investment Policy (the “Investment Policy™) (which may be
modified, amended, or otherwise changed at any time at the sole discretion of the Treasurer) currently states
the primary goals of the Treasurer when investing public funds o be as follows: the primary objective 1s to
safeguard the principal of the funds under the Treasurer’s control, the secondary objective is to mect the
liquidity needs of the Pool Participants, and the third objective is to achieve a return on the funds under the
control of the Treasurer within the parameters of prudent risk management. The Investment Policy contains
a goal that 52% of the Pool should be invested in securities maturing in one year or less, with the remainder
of the portfolio being invested in debt securities with maturities spread approximately equally over more than
one year to five years. The Investment Policy states that the Pool will not make new investments in
securities which are considered «derivative” securities in the foreseeable future. Generally, “derivatives”
refer to securities whose coupon is determined by the price, level or relationship of or between one or more
underlying instruments or markets. As of November 30, 1998, the Pool holds approximately $96.8 million
in derivatives, including securities that could result in zero interest accrual. The County intends to and
expects to hold these securities to maturity. With respect to reverse repurchase agreements, the Investment
Policy provides for a maximum maturity of 92 days (unless the reverse repurchase agreement includes a
written guarantee of a minimum earing or spread for the entire period of such agreement) and a limitation
on the total amount of reverse repurchase agreements to 20% of the total investments in the Pool. The
Investment Policy states that the purpose of reverse repurchase agreements is to supplement the yield on
securities owned by the Pool or to provide funds for the immediate payment of an obligation and that the
maturity of the reverse repurchase agreement and the maturity of the security purchased be the same. The
Investment Policy also authorizes investments in covered call options or put options, which are options on
the part of a third party to buy from the Pool a specified security within a finite time at a specified price.
Under the Investment Policy, securities subject to covered calls are not to be used for reverse repurchase
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agreements, cash sufficient to pay for outstanding puts are to be invested in securiti=s maturing on or before
the expiration date of the option, the maximum maturity of a covered call option/puit option is to be 90 days
and not more than 10% of the total investments in the Pool could have options (in contrast to “derivatives™)
written against them at any one time.

The County trom time to time has engaged in securities lending transactions. Generally, these
transactions involve the transfer by the governmental entity, through an agent, of securities to certain broker-
dealers and financial institutions or other entities in exchange for collateral, and this collateral may be cash
or securities. Most commonly, these transactions provide for the return of the co lateral to the securities
borrower upon receipt of the same securities at a later date. Presently, the County has suspended its securities
lending transactions program, but may decide to enter into a securities lending zgreement with another
custodian m the future. Any such securities lending transactions are considered reverse repurchase
agreements under the Investment Policy and, accordingly, the total principal amount of reverse repurchase
agreements and securities lending agreements may not exceed 20% of the Pool. Siice the inception of the
County’s securities lending program in 1987, there has not been any loss of principal to the Pool resulting
from these securities lending transactions or the investment of the related collateral.

Certain Information Relating to Pool

The following tables reflect various information with respect to the Pool as of the close of business
November 30, 1998. As described above, a wide range of investments is authorized by state law.
Therefore, there can be no assurances that the investments in the Pool will not vary significantly from
the investments described below. In addition, the value of the various investients in the Pool will
fluctuate on a daily basis as a result of a multitude of factors, including generally prevailing interest
rates and other economic conditions. Therefore, there can be no assurance rhat the values of the
various investments in the Pool will not vary significantly from the values described below. In addition,
the values specified in the following tables were based upon estimates of market values provided to the
County by a third party. Accordingly, there can be no assurance that if these securities had been sold on
November 30, 1998, the Pool necessarily would have received the values specified.

The County does not expect that the Pool will encounter liquidity shortfalls based on its current

portfolio and investment guidelines or realize any losses that may be required to be aliocated among all
Depositors in the Pool.
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LIMITATIONS ON TAX REVENUES
Article XIII A

On June 6, 1978, California voters approved an amendment (commonly known as both Proposition
13 and the Jarvis-Gann Initiative} to the California Constitution. This amendment, which added Article XIiI
A to the California Constitution. among other things affects the valuation of real property for the purpose of
taxation in that it defines the full cash property value to mean “the county assessor’s valuation of real property
as shown on the 1975/76 tax bill under "full cash value,” or thereafter, the apprais:d value of real property
newly constructed, or when a change in ownership has occurred after the 1975 assessment.” The full cash
value may be adjusted annually to reflect inflation at a rate not to exceed 2% per yzar, or a reduction in the

downturn. The amendment further limits the amount of any ad Valorem tax on rea property to one percent
of the full cash value except that additional taxes may be levied to pay debt service on indebtedness approved
by the voters prior to July 1, 1978, and bonded indebtedness for the acquisition or improvement of real
property approved on or after July 1, 197§ by two-thirds of the votes cast by the voters voting on the
proposition.

Legislation enacted by the California Legislature to implement Article 31 A provides that all
taxable property is shown at full assessed value as described above. In conformity with this procedure, all
taxable property value included in this Official Statement {except as noted) is shown at 100% of assessed
value and all general tax rates reflect the $1 per $100 of taxable value. Tax rates for voter approved bonded
indebtedness and pension liability are also applied to 100% of assessed value.

Future assessed valuation growth allowed under Article XIII A (new construction, change of
ownership, 2% annual value growth) will be allocated on the basis of “sites™ amorg the jurisdictions that
serve the tax rate area within which the growth occurs. Local agencies and school districts will share the
growth of “basc” revenue from the tax rate area. Each year’'s growth allocation becomzs part of each agency’s
allocation the following year. The C ounty is unable to predict the nature or magn:tude of future revenue
sources which may be provided by the State of California (the “State™) to replace losi property tax revenues.
Article X1 A eftectively prohibits the levying of any other ad Valorem property tax above the 1% limit
except for taxes to support indebtedness approved by the voters as described above.

Article XITI B

On November 6. 1979, California voters approved Proposition 4, which added Article XIII B to the
California Constitution. In June 1990, Article XIII B was amended by the voters through their approval of
Proposition 111. Article XIII B of the California Constitution limits the annual appropriations of the State
and any city, county, school district, authority or other political subdivision of the State to the level of
appropriations for the prior fiscal year, as adjusted annually for changes in the cost of living, population and
services rendered by the governmental entity. The “base year” for establishing such appropriation limit is
the 1978-79 fiscal year. Increases in appropriations by a governmental entity are also permitted (i) if financial
responsibility for providing services is transferred to the governmental entity, or (ii) for emergencies so long
as the appropriations limits for the three years following the emergency are reduced to prevent any aggregate
increase above the Constitutional limit. Decreases are required where responsibility for providing services
is transterred from the government entity.
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Appropriations subject to Article XIIT B include generally any authorization to expend during the
fiscal year the proceeds of taxes levied by the State or other entity of local government, exclusive of certain
State subventions, refunds of taxes, benefit payments from retirement, unemployment insurance and
disability insurance funds. Appropriations subject to limitation pursuant to Article XIII B do not include
debt service on indebtedness existing or legally authorized as of January 1, 1979, on bonded indebtedness
thereafter approved according to law by a vote of the electors of the issuing entity voting in an election for
such purpose, appropriations required to comply with mandates of courts or the Federal government,
appropriations for qualified out lay projects, and appropriations by the State of revenues derived from any
increase in gasoline taxes and motor vehicle weight fees above January 1, 1990 tevels. “Proceeds of taxes™
include, but are not limited to, all tax revenues and the proceeds to any entity of government from (1)
regulatory licenses, user charges, and user fees to the extent such proceeds exceed the cost of providing the
service or regulation, (ii) the investment of tax revenues and (iii) certain State subventions received by local
governments. Article XIII B includes a requirement that if an entity’s revenues in any year exceed the
amount permitted to be spent, the excess would have to be returned by revising tax rates or fee schedules
over the subsequent two fiscal years.

As amended in June 1990, the appropriations limit for the County in each year is based on the limit
for the prior year, adjusted annually for changes in the costs of living and changes in population, and
adjusted, where applicable, for transfer of financial responsibility of providing services to or from another
unit of government. The change in the cost of living is, at the County’s option, cither (i) the percentage
change in California per capita personal income, or (i) the percentage change in the local assessment roll
for the jurisdiction due to the addition of nonresidential new construction. The measurement of change in
population is a blended average of statewide overall population growth, and change in attendance at local
school and community college (“K-14") districts,

As amended by Proposition 111, the appropriations limit is tested over consecutive two-year periods.
Any excess of the aggregate “proceeds of taxes” received by the County over such two-year period above
the combined appropriations limits for those two years is to be returned to taxpayers by reductions in tax
rates or fee schedules over the subsequent two years.

Article XIIT B permits any government entity to change the appropriations limit by vote of the
electorate in conformity with statutory and Constitutional voting requirements, but any such voter-approved
change can only be effective for a maximum of four years.

Proposition 46

On June 3, 1986, California voters approved Proposition 46, which added an additional exemption
to the 1% tax limitation imposed by Article XIII A. Under this amendment to Article XIII A, local
governments and school districts may increase the property tax rate above 1% for the period necessary to
retire new general obligation bonds, if two-thirds of those voting in a local election approve the issuance of
such bonds and the money raised through the sale of the bonds is used exclusively to purchase or improve

real property.
Proposition 62

Proposition 62 was adopted by the voters at the November 4, 1986, general election which (a)
requires that any new or higher taxes for general governmental purposes imposed by local governmental
entities such as the County be approved by a two-thirds vote of the governmental entity’s legislative body
and by a majority vote of the voters of the governmental entity voting in an election on the tax, (b) requires
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that any special tax (defined as taxes levied for other than general governmenta) purposes) imposed by a
local government entity be approved by a two-thirds vote of the voters of the governmental entity voting in
an election on the tax, (c) restricts the use of revenues from a special tax to the purposes or for the service
for which the special tax was imposed, (d) prohibits the imposition of ad valorem taxes on real property by
local governmental entities ¢xcept as permitted by Article XIII A of the California Constitution, (¢) prohibits
the imposition of transaction taxes and sales taxes on the sale of real property by local govermnmental entities,
and (f) requires that any tax imposed by a local governmentai entity on or after August 1, 1985, be ratified
by a majority vote of the voters voting in an election on the tax within two years of the adoption of the
initiative or be terminated by November 15, 1988.

On September 28, 1995, the California Supreme Court, in the case of Santa Clara County Local
Transportation Authority v. Guardino, upheld the constitutionality of Propesition 62. In this case, the court
held that a county-wide sales tax of one-half of one percent was a special tax that, under Section 53722 of
the Government Code, required a two-thirds voter approval. Because the tax received an affirmative vote
of only 54.1%, this special tax was found to be invalid.

Since the adoption of Proposition 62, the County enacted an increase in the transient occupancy tax
from 8% to 9% without a vote. In fiscal year 1996-97, the last fiscal year for which audited financial
statements are available, the County received approximately $259,395 in tax revenues from this 1% increase.
In addition, the County imposed a business certificate fee in 1990 without a vote. This fee resulted in
approximately $743,510 in revenue for the fiscal year ending June 30, 1997. See Appendix B - “The County
of San Diego Audited Financial Statements for the Fiscal Year ended June 30, 1997.” The County believes
that any effect on the ability of the County to collect this increase in the transient occupancy tax and the
business certificate fee will not adversely affect the ability of the County to pay the Certificates as and when
due.

Right to Vote on Taxes Initiative-Proposition 218

On November 5, 1996, the voters of the State approved Proposition 218, a constitutional imtiative,
entitled the “Right to Vote on Taxes Act” (“Proposition 218™). Proposition 218 adds Articles XIIT C and
XIII D to the California Constitution and contains a number of interrelated provisions affecting the ability
of local governments, including the County, to levy and collect both existing and furure taxes, assessments,
fees and charges. Proposition 218 became effective on November 6, 1996. Senate 3ill 919 was enacted to
provide certain implementing provisions for Proposition 218 and became effective July 1, 1997 The County
is unable to predict whether and to what extent Proposition 218 may be held to be constitutional or how its
terms will be interpreted and applied by the courts. Proposition 218 could substantially restrict the County’s
ability to raise future revenues and could subject certain existing sources of revenue to reduction or repeal,
and increase the County’s costs to hold elections, calculate fees and assessments. notify the public and
defend its fees and assessments in court. Further, as described below, Proposition 218 provides for broad
initiative powers to reduce or repeal assessments, fees and charges. This initiative power is not limited by
the terms of Proposition 218 to fees imposed after November 6, 1996 and absent other legal authority could
result in retroactive reduction in any existing taxes, assessments or fees and charges, However, other than
any impact resulting from the exercise of this mitiative power, presently the County does not believe that
the potential financial impact on the financial condition of the County as a result of the provisions of
Proposition 218 will adversely affect the County’s ability to pay the principal of and interest with respect
to the Certificates as and when due and its other obligations payable from the General Fund.

Article XII C of Proposition 218 requires majority voter approval for the 1mposition, extension or
increase of general taxes and two-thirds voter approval for the imposition, extension or increase of special
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taxes, including special taxes deposited into the County’s General Fund. Proposition 218 also provides that
any general tax imposed, extended or increased without voter approval by any local government on or after
January 1, 1995 and prior to November 6, 1996 shall continue to be imposed only if approved by a majority
vote in an election held within two years of November 6, 1996. The County has not enacted imposed,
extended or increased any tax without voter approval since January 1, 1995. These voter approval
requirements of Proposition 218 reduce the flexibility of the County to raise revenues through General Fund
taxes, and no assurance can be given that the County will be able to raise such taxes in the future to meet
increased expenditure requirements. :

Article XIII C of Proposition 218 also expressly extends the initiative power to give voters the power
to reduce or repeal local taxes, assessments, fees and charges, regardless of the date such taxes, assessments,
fees or charges were imposed. This extension of the initiative power to some extent constitutionalizes the
March 6, 1995 State Supreme Court decision in Rossi v. Brown, which upheld an initiative that repealed a
local tax and held that the State constitution does not preclude the repeal, including the prospective repeal,
of a tax ordinance by an initiative, as contrasted with the State constitutional prohibition on referendum
powers regarding statutes and ordinances which impose a lax. Generally, the initiative process enables
California voters to enact legislation upon obtaining requisite voter approval at a general election.
Proposition 218 extends the authority stated in Rossi v. Brown by expanding the initiative power to include
reducing or repealing assessments, fees and charges, which had previously been considered administrative
rather than legislative matters and therefore beyond the initiative power. This extension of the initiative
power is not limited by the terms of Proposition 218 to fees imposed after November 6, 1996 and absent
other legal authority could result in retroactive reduction in any existing taxes, assessments or fees and
charges. Such legal authority could include the limitations imposed on the impairment of contracts under
the contract clause of the United States Constitution. SB 919 provides that the initiative power provided for
in Proposition 218 “shall not be construed to mean that any owner or beneficial owner of a municipal
security, purchased before or after [the effective date of Proposition 218] assumes the risk of, or in any way
consents to, any action by initiative measure that constitutes an impairment of contractual rights” protected
by the United States Constitution. However, no assurance can be given that the voters of the County will
not, in the future, approve an initiative which reduces or repeals local taxes, assessments, fees or charges that
currently are deposited into the County’s General Fund. Further, “fees” and “charges” are not defined in
Article XII1 C or SB 919, and it is unclear whether these terms are intended to have the same meanings for
purposes of Article XIII C as they do in Article XIII D, as described below. Accordingly, the scope of the
initiative power under Article XIII C could include all sources of General Fund moneys not received from
or imposed by the federal or State government or derived from investment income.

The initiative power granted under Article XIII C of Proposition 218, by its terms, applies to all local
taxes, assessments, fees and charges and 1s not limited to local taxes, assessments, fees and charges that are
property related. The County is unable to predict whether the courts will interpret the initiative provision
to be limited to property related fees and charges. No assurance can be given that the voters of the County
will not, in the future, approve an initiative which reduces or repeals local taxes, assessments, fees or charges
which are deposited into the County’s General Fund. The County believes that in the event that the initiative
power was exercised so that all local taxes, assessments, fees and charges which may be subject to the
provisions of Proposition 218 are reduced or substantially reduced, the financial condition of the County,
including its General Fund, would be materially adversely affected. As a result, there can be no assurances
that the County would be able to pay the principal of and interest represented by the Base Rental Payments
of the Certificates as and when due or any of its other obligations payable from the General Fund.

Article XIII D of Proposition 218 adds several new requirements making it generally more difficult
for local agencies to levy and maintain “assessments’ for municipal services and programs. “Assessment”
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is defined in Proposition 218 and SB 919 to mean any levy or charge upon real property for a special benefit
conferred upon the real property. This includes maintenance assessments imposed in County service areas
and in special districts. In most instances, in the event that the County is unable to collect assessment
revenues relating to specific programs as a conscquence of Proposition 218, the County will curtail such
services rather than use amounts in the General F und to finance such programs. Accordingly, the County
anticipates that any impact Proposttion 218 may have on existing or future taxes, fees, and assessments will
not adversely affect the ability of the County to pay the principal of and interest represented by the
Certificates as and when due. However, no assurance can be given that the County may or will be able to
reduce or eliminate such services in the event the assessments that presently finance them are reduced or
repealed.

Article XIII D of Proposition 218 also adds several provisions affecting “fees” and “charges” which
are defined as “any levy other than an ad valorem tax, a special tax, or an assessment, imposed by [a local
government] upon a parcel or upon a person as an incident of property ownership, including a user fee or
charge for a property related service.” All new and, after June 30, 1998, existing property related fees and
charges must conform to requirements prohibiting, among other things, fees and charges which (1) generate
revenues exceeding the funds required to provide the property related service, (ii) arz used for any purpose
other than those for which the fees and charges are imposed, (iii) are for a service not actually used by, or
immediately available to, the owner of the property in question, or (iv) are used for general governmental
services, including police, fire or library services, where the service is available to the public at large in
substantially the same manner as it is to property owners. Further, before any property related fee or charge
may be imposed or increased, written notice must be given to the record owner of each parcel of land
affected by such fee or charge. The County must then hold a hearing upon the proposed imposition or
increase of such property based fee, and if written protests against the proposal are presented by a majority
of the owners of the identified parcels, the County may not impose or increase the fee or charge. Moreover,
except for fees or charges for sewer, water and refuse collection services, no property related fee or charge
may be tmposed or increased without majority approval by the property owners subject to the fee or charge
or, at the option of the local agency, two-thirds voter approval by the electorate residir g in the affected area.
The annual amount of revenues that are received by the County and deposited into its General Fund which
may be considered to be property related fees under Article XII1 D of Proposition 218 is not substantial.
Accordingly, presently the County does not anticipate that any impact Proposition 218 may have on future
fees and charges will adversely affect the ability of the County to pay the principal of and interest
represented by the Certificates as and when due. However, no assurance can be giver that the County may
or will be able to reduce or eliminate such services in the event the fees and charges that presently finance
them are reduced or repealed.

The County has a clean water enterprise fund which is self-supporting from fees and charges that
may ultimately be determined to be property related for purposes of Article XiIl D of Proposition 218.
Further, the fees and charges of the County’s enterprise funds, including those which ar= not property related
for purposes of Article XiII D of Proposition 218, may be determined to be fees and charges subject to the
inttiative power as provided in Article XIII C of Proposition 218, as described above. In the event that fees
and charges cannot be appropniately increased or are reduced pursuant to the exercise ol the initiative power,
the County may have to choose whether to reduce or eliminate the service financed by such fees or charges
or finance such service from its General Fund. Further, no assurance can be given thzt the County may or
will be able to reduce or eliminate such services in the event the fees and charges that presently finance them
are reduced or repealed.
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Implementing legislation respecting Proposition 218, in addition to SB 919, has been introduced m
the State legislature that would supplement and add provisions to California statutory law. No assurance
may be given as to the final terms of such legislation or its potential impact on the County.

Future Initiatives

Article XIIIA. Article XIITB and Proposition 98, 187 and 218 were each adopted as measures that
qualified for the ballot pursuant to the State’s initiative process. From time to time, other initiative measures
could be adopted, which may place further limitations on the ability of the State, the County or local districts
to increase revenues or to increase appropriations which may affect the County’s revenues or its ability to
expend its revenues.

RISK FACTORS

The following factors, along with all other information in this Official Statement, should be
considered by potential investors in evaluating the Certificates.

Not a Pledge of Taxes

The obligation of the County to pay the Base Rental Payments or Additional Rental does not
constitute an obligation of the County for which the County is obligated to levy or pledge any form of
taxation or for which the County has levied or pledged any form of taxation. The obligation of the County:
to pay Base Rental Payments or Additional Rental does not constitute a debt or indebtedness of the County,
the State of California or any of its political subdivisions within the meaning of any constitutional or
statutory debt limitation or restriction.

Although the Sublease does not create a pledge, lien or encumbrance upon the funds of the County,
the County is obligated under the Sublease to pay Base Rental Payments from any source of legally available
funds (subject to certain exceptions) and the County has covenanted in the Sublease that, for as long as the
Property are available for its use and possession, it will make the necessary annual appropriations within its
budget for all Base Rental Payments. The County is currently liable on other obligations payable from
general revenues. .

Additional Obligations of the County

The County has the capability to enter into other obligations which may constitute additional charges
against its revenues. To the extent that additional obligations are incurred by the County, the funds available
to make Base Rental Payments may be decreased.

The Base Rental Payments and other payments due under the Sublease (including payment of costs
of repair and maintenance of the Property, taxes and other governmental charges levied against the Property)
are payable from funds lawfully available to the County. In the event that the amounts which the County
is obligated to pay in a fiscal year exceed the County’s revenues for such year, the County may choose to
make some payments rather than making other payments, including Base Rental Payments, based on the
perceived needs of the County. The same result could occur if, because of California Constitutional limits
on expenditures, the County 1s not permitted to appropriate and spend all of its available revenues.

49



Limitations on Remedies

The rights of the owners of the Certificates are subject to the limitations on legal remedies against
counties in the State, including a limitation on enforcement of judgments against funds needed to serve the
public welfare and interest. Additionally, enforceability of the rights and remedies of the owners of the
Certificates, and the obligations incurred by the County, may become subject to the federal bankruptcy code
and applicable bankruptcy, insolvency, reorganization, moratorium, or similar laws; relating to or affecting
the enforcement of creditor’s rights generally, now or hereafter in effect, equity principles which may limit
the specific enforcement under State law of certain remedies, the exercise by the United States of America
of the powers delegated to it by the Constitution, the reasonable and necessary exercise, in certain
exceptional situations, of the police powers inherent in the sovereignty of the State and its governmental
bodies in the interest of serving a significant and legitimate public purpose and the !imitations on remedies
against counties in the State, Bankruptcy proceedings, or the exercise of powers by the federal or State
government, 1f initiated, could subject the owners of the Certificates to judicial discretion and interpretation
of their rights in bankruptcy or otherwise, and consequently may entail risks ¢f delay, limitation, or
modification of their rights

On January 24, 1996, the United States Bankruptcy Court for the Central District of Califomnia held
in the case of County of Orange v. Merrill Lynch that a State statute providing for a priority of distribution
of property held in trust conflicted with, and was preempted by, federal bankruptcy law. In that case, the
court addressed the priority of the disposition of moneys held in a county investmenr pool upon bankruptcy
of the county. The County may mvest, and direct the Trustee to invest, amounts held n the Certificate
Reserve Fund, the Acquisition Fund, the Capitalized Interest Fund, the Base Rental Payment Fund and the
Admunistrative Expense Fund in the County Investment Pool, which amounts are pledged to repay the
Certificates. In the event of a petition for the adjustment of County debts under C hapter 9 of the federal
bankruptcy code, a court might hold that the Owners of the Certificates do not h:ve a valid lien on the
amounts held in such funds where such amounts are deposited in the County Investrnent Pool and may not
provide the Owners of the Certificates with a priority interest in such amounts. In such instance, unless such
Owners could “trace” the funds, the Owners would be only unsecured creditors of the County. There can
be no assurance that the Owners could successfully so “trace” the amounts representinz amounts held in such
funds.

Default

In the event of a default, there is no right of the Trustee to reenter or relet the Leased Premises and
there is no remedy of acceleration of the total Base Rental Payments due over the term of the Sublease, nor
is the Trustee empowered to sell the Property and use the proceeds of such sale to prepay the Certificates
or pay debt service thereon. The County will be liable only for Base Rental Payments on an annual basis,
and the Trustee may not terminate the County’s right to possession of the Leased Premises. The Trustee
would be required to seek a separate Judgment each year for that year’s defaulted Base Rental Payments.
Any such suit for money damages would be subject to limitations on legal remedies uagainst counties in the
State, including a limitation on enforcement of Judgments against funds of a fiscal year other than the fiscal
year in which the Base Rental Payments were due and against funds needed to serve the public welfare and
interest.

Abatement

Except to the extent of (i) amounts held by the Trustee in the Base Rental Pay nent Fund or held by
the County in the Certificate Reserve Fund: (11) amounts received in respect of use and dccupancy insurance;
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and (iii) amounts, if any, otherwise legally available to the Trustee for payments in respect of the
Certificates, during any period in which, by reason of material damage, destruction, title defect or
condemnation, there is substantial interference with the use and possession by the County of any portion of
the Property, rental payments due under the Sublease with respect to the Property shall be abated to the
extent that the annual fair rental value of the portion of the Property in respect of which there is no
substantial interference is less than the annual Base Rental Payments and Additional Rental, in which case
rental payments shall be abated only by an amount equal to the difference. Any abatement of rental
payments pursuant to the Sublease shall not be considered an Event of Default as defined therein. Such
abatement will continue for the period commencing with the date of such damage, destruction, title defect
or condemnation and ending with the substantial completion of the work of repair or replacement of the
portions of the Property so damaged, destroyed, defective or condemned.

In the event that rental is abated, in whole or in part, pursuant to the Sublease due to damage,
destruction, title defect or condemnation of any part of the Property and the County is unable to repair,
replace or rebuild the Property from the proceeds of insurance, if any, the County agrees to apply for and to
use its best efforts to obtain any appropriate state and/or federal disaster relief in order to obtain funds to
repair, replace or rebuild the Property.

Earthquakes

The County is not obligated under the Sublease to procure and maintain, or cause 0 be procured and
maintained, earthquake insurance on the Property and no assurance can be made that the County will procure
and maintain, or cause to be procured and maintained, such insurance.

THE CORPORATION

The Corporation was organized on June 12, 1984, as a nonprofit public benefit corporation pursuant
to the Nonprofit Public Corporation Law of the State of California. The Corporation’s purpose is to render
assistance to the County in its acquisition of equipment, real property and improvements on behalf of the
County. Under its articles of incorporation, the Corporation has all powers conferred upon nonprofit public

benefit corporations by the laws of the State of California, provided that it will not engage in any activity
other than that which is necessary or convenient for, or incidental to the purposes for which it was formed.

The Corporation is a separate legal entity from the County. It is governed by a five-member Board
of Directors (the “Board of Directors”) appointed by the Board of Supervisors of the County. The
Corporation has no employees. All staff work is performed by employees of the County. The members of
the Corporation’s Board of Directors are Barry 1. Newman, Morris Slayen, Hardy G. Kuykendall, Tim
Considine and Michel Anderson.

The County’s Chief Financial Officer/Auditor and Controller, Treasurer-Tax Collector, the County
Counsel, Director of General Services, Director of Purchasing and Contracting and other County employees
are available to provide staff support to the Corporation.

The Corporation has not entered into any material financing arrangements other than those referred
to in this Official Statement. Further information concerning the Corporation may be obtained from the San
Diego County Capital Asset Leasing Corporation office at 1600 Pacific Highway, Room 352, San Diego,
California 92101.
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TAX MATTERS

In the opinion of Orrick, Herrington & Sutcliffe LLP, Los Angeles, California, Special Counsel,
based upon an analysis of existing laws, regulations, rulings and court decisions, and assuming, among other
matters, compliance with certain covenants, the portion of each Base Rental Payment designated as and
comprising interest is excluded from gross income for federal income tax purposes under Section 103 of the
Internal Revenue Code of 1986 (the “C: ode™) and is exempt from State of California personal income taxes.
Special Counsel are of the further opinion that the portion of each Base Rental Payment due under the
Sublease designated as and comprising interest is not a specific preference item for purposes of the federal
mdividual or corporate alternative minimum taxes, although Special Counsel obse -ves that such interest is
included in adjusted current eamings in calculating corporate alternative minim um taxable income. A
complete copy of the opinion of Special Counsel is set forth in Appendix E hereto.

To the extent the issue price of any maturity of the Certificates is less than “he amount to be paid at
maturity of such Certificates (excluding amounts stated to be interest and payable at least annually over the
term of such Certificates), the difference constitutes “original issue discount,” the accrual of which, to the
extent properly allocable to each owner thereof, is treated as interest with respect to the Certificates which
1s excluded from gross income for federal income tax purposes and State of California personal income
taxes. For this purpose, the issue price of 2 particular maturity of the Certificates is the first price at which
a substantial amount of such maturity of the Certificates is sold to the public (excluding bond houses,
vrokers, or similar persons or organizations acting in the capactty of underwriters, placement agents or
wholesalers). The original issue discount with respect to any maturity of the Certificates acerues daily over
the term to maturity of such Certificates on the basis of a constant interest rate corr pounded serniannually
(with straight-line interpolations between compounding dates). The accruing original issue discount is added
to the adjusted basis of such Certificates to determine taxable gain or loss upon disposition (including sale,
prepayment, or payment on maturity) of such Certificates. Owners of the C ertificates should consult their
own tax advisors with respect to the tax conscquences of ownership of Certificates with ori ginal issue
discount, including the treatment of purchasers who do not purchase such Certificates in the original offering
to the public at the first price at which a substantial amount of such Certificates is sold to the public.

The Code imposes various restrictions. conditions and requirements relating to the exclusion from
gross income tor federal income tax purposes of the portion of payments such as the Base Rental Payments
designated as and comprising interest. The County has covenanted to comply w th certain restrictions
designed to assure that the portion of each Base Rental Payment designated as and comprising interest wiil
not be included in gross income for federal income tax purposes. Failure to comply with these covenants
may result in the portion of each Base Rental Payment designated as and comprising nterest being included
in federal gross income, possibly from the date of execution and delivery of the Certificates. The opinion
of Special Counsel assumes compliance with these covenants. Special Counsel have not undertaken to
determine (or to inform any person) whether any actions taken (or not taken) or evznts occurring (or not
occurring) after the date of execution and delivery of the Certificates may aftect the va ue of, or the tax status
of the portion of each Base Rental Payment designated as and comprising interest. Further, no assurance can
be given that pending or future legislation or amendments to the Code, if enacted intc. law, or any proposed
legislation or amendments to the Code. will not adversely affect the value of, or the tax status of the portion
of cach Base Rental Payment designated as and comprising interest. Prospective owners of the Certificates
are urged to consult their own tax advisors with respect to proposals to restructure tt e federal income tax,
including H.R. 3097, passed by the House of Representatives on June 17, 1998,

Certain requirements and procedures contained or referred to in the Trust Agreement, the Tax
Certificate, and other relevant documents may be changed and certain actions (including, without limitation,
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defeasance of the Base Rental Payments evidenced by the Certificates) may be taken or omitted under the
circumstances and subject to the terms and conditions set forth in such documents. Special Counsel express
no opinion as to the portion of each Base Rental Payment designated as and comprising interest if any such
change occurs or action is taken or omitted upon the advice or approval of bond counsel other than Orrick,
Herrington & Sutcliffe LLP.

Although Special Counsel have rendered an opinion that the portion of each Base Rental Payment
designated as and comprising interest is excluded from gross income for federal income tax purposes, the
ownership or disposition of the Certificates, or the accrual or receipt of the portion of each Base Rental
Payment designated as and comprising interest, may otherwise affect the tax liability of an owner of a
Certificate. The nature and extent of these other tax consequences will depend upon the particular tax status
of the Certificate owner or the Certificate owner’s other items of income or deduction. Special Counsel
express no opinion regarding any such other tax consequences.

CERTAIN LEGAL MATTERS

Legal matters incident to the authorization, sale, exccution and delivery by the County of the
Certificates are subject to the approval of Orrick, Herrington & Sutcliffe LLP, Los Angeles, California,
Special Counsel. A complete copy of the proposed form of opinion of Special Counsel is contained in
Appendix E hereto. Special Counsel undertake no responsibility for the accuracy, completeness or faimess
of this Official Statement. Certain legal matters will be passed upon for the Underwriters by their counsel,
Hawkins, Delafield & Wood, Los Angeles, California, and for the County and the Corporation by the County
Counsel.

FINANCIAL ADVISOR

Sutro & Co. Incorporated served as the Financial Advisor to the County in connection with the
execution and delivery of the Certificates. The Financial Advisor has not undertaken to make an independent
verification or to assume responsibility for the accuracy, completeness, or fairness, of the information
contained in this Official Statement.

CONTINUING DISCLOSURE

Pursuant to a Continuing Disclosure Agreement with State Street Bank and Trust Company of
California, N.A., acting as Dissemination Agent (the “Disclosure Agreement”), the County has agreed to
provide, or cause to be provided by no later than 180 days after the end of the prior fiscal year (commencing
with the report for the County’s fiscal year ended June 30, 1999), to each nationally recognized municipal
securities information repository and any public or private repository or entity designated by the State as a
state repository for purposes of Rule 15¢2-12(b)(5) adopted by the Securities and Exchange Commission
(each, a “Repository™) certain annual financial information and operating data, including its audited financial
statements and information of the type set forth in this Official Statement under the heading *“County
Financial Information.” In addition, the County has agreed to provide, or cause to be provided, to each
Repository in a timely manner notice of the following “Listed Events™ if determined by the County to be
material: {1) principal and interest payment delinquencies; (2) non-payment related defaults; (3) unscheduled
draws on the debt service reserves reflecting financial difficulties; (4) unscheduled draws on credit
enhancements reflecting financial difficulties; (5) substitution of credit or liquidity providers, or their failure
to perform; (6) adverse tax opinions or events affecting the tax-exempt status of the security; (N
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modifications to rights of security holders; (8) optional, contingent or unscheduled bond calls; (9)
defeasances: (10) release, substitution, or sale of property securing repayment of the securities; and (1 1)
rating changes. These covenants have been made in order to assist the Underwriters in complying with SEC
Rule 15¢2-12(b)(5). The County has never failed to comply in all material respects with any previous
undertakings with regard to said Rule to provide annual reports or notices of material events.

The County and the Dissemination Agent may amend the Disclosure Agreement, and waive any
provision thereof, by written agreement of the parties, without the consent of the owners of the Certificates
{except to the extent required under clause (4)(i1) below), if all of the following corditions are satisfied: (1)
such amendment is made in connection with a change in circumstances that arises from a change in legal
(including regulatory) requirements, a change in law (including rules or regulations) or in interpretations
thereot. or a change in the identity, nature or status of the County or the type of business conducted thereby;
(2) the Disclosure Agreement as so amended would, in the opinion of nationally recognized bond counsel,
have complicd with the requirements of Rule 15¢2-12 as of the date of the Disclosure Agreement, after
taking into account any amendments or interpretations of the Rule, as well as any change in circumstances;
and (3) cither (i) the amendment, in the opinion of the nationally recogmzed bond counsel or counsel expert
in federal securities laws, does not materially impair the interests of the holders of the Certificates, or (i)
the holders of the Certificates consent to the amendment to the Disclosure Agreeme=nt pursuant to the same
procedures as are required for amendments to the Trust Agreement with consent of holders of the Certificates
pursuant to the terms of the Trust Agreement as in effect on the date of the Disc.osure Agreement. The
County shall describe such amendment and the reason therefore in its next annual report filed with the
Repositories.

In addition, the County’s obligations under the Disclosure Agreement shall terminate upon a legal
defeasance, prior redemption or payment in full of all of the Certificates. The provisions of the Disclosure
Agreement are intended to be for the benefit of the owners of the Certificates and beneficial owners of the
Certiticates and shall be entorceable by the Trustee on behalf of such owners and any owners of Certificates,
provided that any enforcement action by any such person shall be limited to a -ight to obtain specific
entorcement of the County’s obligations under the Disclosure Agreement and any iailure by the County to
comply with the provisions thereof shall not be an event of default under the Trust Agreement,

FINANCIAL STATEMENTS

The general purpose financial statements of the County included in Appendix B to this Official
Statement have been audited by Deloitte & Touche LLP, mdependent certified public accountants, as stated
m their report appearing in Appendix B. Deloitte & Touche LLP has not consented to the inclusion of its
report as Appendix B and has not undertaken to update its report or to take any action intended or likely to
elicit nformation concernmg the accuracy, completeness or faimess of the statements made in this Official
Statement, and no opinion is expressed by Deloitte & Touche LLP with respect to any event subsequent to
its report dated October 9, 1998,

VERIFICATION OF MATHEMATICAL COMPUTATIONS

Deloitte & Touche LLP, independent certified public accountants, will verify certain mathematical
computations as to the sufficiency of the Defeasance Securities deposited into the Escrow Fund to pay, when
due, the interest on the Prior Obligations on and prior to the redemption dates thereof, and to pay on the
redemption dates thercof, the redemption prices of the Prior Obligations.
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LITIGATION

No litigation is pending, or to the best knowledge of the County, threatened against the County
conceming the validity of the Certificates. The County is not aware of any litigation pending or threatened
questioning the political existence of the County or contesting the County’s ability to levy and collect ad
valorem property taxes. There are a number of suits and claims pending against the County, all of which are
in the normal course of the County’s business. Also pending are a number of personal injury and wrongful
death suits and claims, the aggregate amount of which will not, in the opinion of the County Counsel,
materially affect the County’s finances or impair its ability to make Base Rental Payments under the
Sublease in amounts sufficient to pay, when due, amounts designated as principal and interest on the
Certificates.

RATINGS

Fitch Investors Service, Inc. (“Fitch”) has assigned the Certificates a rating of “ AAA,” S&P has
assigned the Certificates a rating of “AAA,” and Moody’s Investors Service (*“Moody’s™) has assigned the
Certificates a rating of “Aaa.” Each rating has been assigned with the understanding that, upon delivery of
the Certificates, a policy insuring payment when due of the principal of and interest on the Certificates will
be issued by the Insurer. Such ratings reflect only the views of Fitch, S&P and Moody’s, and do not
constitute a recommendation to buy, sell or hold the Certificates. Explanation of the significance of such
ratings may be obtained only from the respective organizations at: Fitch Investors Service, Inc., One State
Street Plaza, New York, New York 10004, telephone number (212) 208-8000; Standard & Poor’s Ratings
Services, 25 Broadway, New York, New York 10004, telephone number (212) 208-1002; and Moody’s
Investors Service, 99 Church Street, New York, New York 10007, telephone number (213) 553-031 7. There
is no assurance that any such ratings will continue for any given period of time or that they will not be
revised downward or withdrawn entirely by the respective rating agencies, if in the judgment of any such
rating agency circumstances so warrant. Any such downward revision or withdrawal of such ratings may
have an adverse effect on the market price of the Certificates.

UNDERWRITING

The Certificates are being purchased by Merrill Lynch & Co. and the other underwriters named on
the cover page hereof (the “Underwriters”). The Underwriters have agreed, subject to certain conditions,
to purchase the Certificates at a price of $72,385,517.10 (which amount represents the principal amount of
the Certificates less an underwriter’s discount of $623,457.70 and less an original issue discount of
$106,025.20), plus accrued interest. The purchase agreement relating to the Certificates provides that the
Underwriters will purchase all of the Certificates if any are purchased, the obligation to make such purchase
being subject to certain terms and conditions set forth in the Purchase Agreement, the approval of certain
legal matters by counsel and certain other conditions. The Underwriters may offer and sell the Certificates
to certain dealers and others at prices lower than the offering prices stated on the cover page. The offering
prices may be changed from time to time by the Underwriters.
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MISCELLANEOUS

Included herein are brief summaries of certain documents and reports, which summaries do not
purport to be complete or definitive, and reference is made to such documents and reports for full and
complete statements of the contents thereof. Any staternents in this Official Statement involving matters of
opinion, whether or not expressly so stated, are intended as such and not as representations of fact. This
Official Statement is not to be construed as a contract or agreement between the Ccunty and the purchasers
or Owners of any of the Certificates.

The execution and delivery of this Official Statement has been duly authorized by the County.

COUNTY OF SAN DIEGO

By: _/s/Lawrence B. Prior III
Chief Administrative Officer

Dated: December 17, 1998

56



APPENDIX A

ECONOMIC AND DEMOGRAPHIC INFORMATION
REGARDING THE COUNTY OF SAN DIEGO

General

The County of San Diego (the “County”) is the southernmost major metropolitan area in the State
of California. The County covers 4,255 square miles, extending 70 miles along the Pacific Coast from the
Mexican border to Orange County, and inland 75 miles to Imperial County. Riverside and Orange counties
form the northern boundary. The County 1s approximately the size of the State of Connecticut.

Topography of the County vaties from broad coastal plains and fertile inland valleys to mountain
ranges in the east which rise to an clevation of 6,500 feet. Eastern slopes of these mountains form the rim
of the Anza-Borrego Desert and the Imperial Valley. The Cleveland National Forest occupies much of the
interior portion of the County. The climate is equable in the coastal and valley regions where most of the
population and resources are located. The average anfual rainfall in the coastal areas is approximately 10
inches. C o

The County possesses a diverse economic base consisting of a significant manufacturing presence
in the fields of electronics and shipbuilding, a large tourist industry attracted by the favorable climate of the
region, and a considerable defense-related presence which contributes approximately $10 billion annually
to the retail and service businesses of the area. ' :

The County is also growing as a major center for culture and education. Over 30 recognized art
organizations. including the San Diego Opera, the Old Globe Theatre productions, the La Jolla Chamber
Orchestra, as well as museums and art galleries, are located in the County. Higher education is provided
through five two-year colleges and six four-year colleges and universities.

The San Diego Convention Center, containing 354,000 square feet of exhibit space and over 100,000
square feet of mecting/banquet rooms began operation n November 1989. The Convention Center can
accommodate events for 30,000 to 40,000 people. During 1990, its first year of operation, 354 events were
held, attracting 1.1 million guests. An estimated 280,000 of these guests were from out of town. Major
conventions and trade shows are scheduled into the year 2009.

In addition to the City of San Diego, other principal cities in the County include Carlsbad, Chula
Vista, Oceanside, El Cajon, Escondido, La Mesa and National City. Most County residents live within 20
miles of the coast. Farther inland are agricultural areas, principally planted in avocados and tomatoes, while
the casternmost portion of the County has a dry, desert-like topography.

The County is the delivery system for federal, state and local programs. The County provides a wide
range of services to its residents including: (i) regional services such as courts, probation, medical examiner,
jails, elections and public health; (ii) health, welfare and human services such as mental health, senior citizen
and child welfare services; (iii) basic local services such as planning, parks, libraries and Sheriff’s patrol to
the unincorporated area, and law enforcement and libraries by contract (o incorporated cities; and (1v)
{nfrastructure such as roads, waste disposal and flood contro! to the unincorporated area of the County.



County Government

The County was incorporated on February 18, 1850, and functions urnder a charter adopted in
1933, as subsequently amended from time to time. The County is governed by a five-member Board of
Supervisors elected to four-year terms in district nonpartisan elections. The Boarc of Supervisors appoints
the Chief Administrative Officer and the County Counsel. The Chief Administrarive Officer appoints the
Chief Financial Officer/Auditor and Controller. Elected officials include the Assissor, County Recorder-
County Clerk, District Attorney, Sheriff and Treasurer-Tax Collector.

Growth Management

The County has fostered a regional growth management plan rather than cevelopment limitations.
The current regional growth management effort was approved by the voters in November 1988 as
Proposition C, the only one of five growth-related measures on the ballot to be aprroved. It provides for a
voluntary planning process to help define, plan, and prepare for the impacts of growth on a regional basis.
Representatives of the County and each of the 18 incorporated cities within the County agreed to a growth
management board that came into being in 1990 through an amendment to the SANDAG joint powers
agreement designating SANDAG as the board. The board has no power to limit growth in any jurisdiction.

Population

There are 18 incorporated cities in the County, and a number of unincorporated communities. For
many years the population of the County has grown at a greater rate than that of =ither California or the
nation. The County population for 1997 was estimated to be approximately 2,782,8(0, making it the second
largest County by population in California and the sixteenth largest Metropolitan Statistical Area in the
United States. The 1997 population increased 1.8% from 1996, Approximately 32% of the growth in
population in 1997 can be attributed to mugration, a large share of which can be linked to employment
opportunities. The remaining 68% is from net natural increases, i.e., births less deaths.

Population in the County is expected to grow to 3.0 million people by the year 2000, and to 3.5
million people by 2010, which is nearly a 17% increase over the existing population.

The City of San Diego is the seventh largest city in the nation, and had a population of
approximately 1.2 million people in 1997,

The following table shows changes in the population in the County, the State and the United States
for the years 1987 to 1997,
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POPULATION TRENDS
(in thousands)

San Diego State of

County Percent California Percent United States Percent
Year (000)" Change (000)" Change (000)Y"! Change
1987 2,248 3.64% 27,717 2.46% 242,804 0.89%
1988 2,328 3.56 28,393 2.44 245,021 091
1989 2,418 3.87 29,142 2.64 247,342 0.95
1990 2,480 2.56 29,976 2.86 249 908 1.04
1991 2,547 2.70 30,646 2.24 252,648 1.10
1992 2,602 2.16 31,320 2.20 255,458 1.11
1993 2,666 2.46 31,746 1.36 258,245 1.09
1994 2,706 1.50 32,140 1.24 260,089 0.71
1995 2,721 0.55 32,344 0.63 262,643 0.99
1996 2,730 1.00 32,231 -1.00 263,434 0.99
1997 2,724 0.22 32,609 1.17 269,054 2.13

Sources: State of California Department of Finance; U.S. Department of Commerce, Bureau of the Census.
M Egtimated population as of July 1.
@ Estimated population as of Janvary 1, 1997.

Employment

The County’s total labor force, the number of persons who work or are available for work, averaged
approximately 1,287,700 in calendar year 1997. The number of employed workers in the labor force
averaged approximately 1,246,300 The total work age population (15 to 64 years old) employed in the labor
force is expected to increase. The followng table sets forth information regarding the size of the labor force,
employment and unemployment rates for the County, the State and the United States for the years 1993
through 1997.



EMPLOYMENT TRENDS -- ANNUAL AVERAGES 1963-97
By Place of Residence
(in thousands)

1993 1994 1995 1996 1997
County of San Diego
Labor Force 1.198.5 1.235.1 1,226.2 1,236.3 1,256.0
Employment (000s) 1,098.0 1.148.2 1,147.8 1,170.7 1.216.5
Unemployment Rate 8.4% 7.0% 6.4% 53% 3.1%
State of California
Labor Force (000s) 15,259.0 153377 15,415.5 15,596.0 15.951.0
Employment (000s) 13,853.0 14.2594 14,205.9 14,470.0 15,071.0
Unemployment Rate 9.2% 7.0% 7.8% 7.2% 5.5%
United States
Labor Force (000s) 128.040.0 131,056.0 131.304.0 135,0600.0 137,169.0
Employment (000s) 119,306.0 123.060.0  124,900.0 127,899.0  130,777.0
Unemployment Rate 6.8% 6.1% 5.6% 5.3% 4.7%

Sources:  California Employment Development Department; California Labor Market Bulletin; Employment
Development Department, Labor Market Conditions in California.

The service industries accounted for approximately 31.7% of total nonagricultural employment in
1997, with a total of 334,100 jobs. The trade industry, including both retail and wtolesale businesses, was
the second largest sector in 1997, comprising approximately 23.3% of total County employment with a total
of 245,300 jobs.

During 1997, govemment accounted for approximately 18.6% of total employment and
manufacturing accounted for an additional 11.4%. The construction and transportation sectors of
employment are greatly influenced by the general health of the economy due to the fact that they serve
exclusively the local market. These two sectors are therefore directly influenced by the growth of population
and housing.
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The following table sets forth the annual average employment within the County, by employment
sector, for the fiscal years 1993 through 1997.

NONAGRICULTURAL EMPLOYMENT — ANNUAL AVERAGES 1993-1997
By Place of Work
(Amounts in Thousands)

Employment Sector 1993 1994 1995 1996 1997
Total, All Industrics 957.9 960.3 985.4 1,109.3 1,053.6
Mining 0.4 0.4 03 0.3 03
Transportation and

Public Utilities 35.17 35.18 37.3 383 39.1
Construction

Employment 395 40.0 431 46.0 50.8
Manufacturing

Employment 117.5 112.3 114.0 114.1 1204
Wholesale and

Retail Trade 2255 2254 229.6 241.2 2453

Finance, Insurance
and Real Estate

Employment 62.2 60.9 553 55.6 57.4
Services

Employment 287.3 294.5 310.6 332.3 3341
Government

Employment 179.1 180.6 184.7 191.9 196.4

Sources: County of San Diego Auditor and Controller; California Employtnent Development Department.
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The following table sets forth the employers in the County:

Fim

10,000 OR MORE EMPLOYEES:
City of San Diego

County of San Diego

San Diego Unified School District
Scripps Health

Sharp HealthCare Corp.

U.S. Postal Service

University of California, San Diego

5,000-9,999 EMPLOYEES:
Kaiser Permanente

National Steel & Shipbuilding Co. (NASSCO)

Qualcomm, Inc.
San Diego Community Cellege District

3,000-4,999 EMPLOYEES:

City of San Diego Police Department
Cubic Corporation

Foodmaker, Inc.

FPA Medical Management

Home Depot USA | Inc.

Naval Aviation Depot North Island

Pacific Bell, A Pacific Telesis Company
Palomar Pomerado Health System

Price Costco

San Diego Gas & Electric Co./Enova Corp.
San Diego State University

Science Applications International Corp.
Solar Turbines Inc.

University of California, $.D. Med. Center

2,000-2,999 EMPLOYEES:
Ace Parking

Bank of America NT & SA
Catholic Diocese of San Diego
Hewlett Packard Company
Manpower Temporary Services
Mercy Hospital and Health Centers
Rohr Industries

Scripps Medical Clinic

Scnipps Technology Institute
Sony Technology Center
Target Stores

University of San Diego
Wal-Mart, Inc.

Wells Fargo Bank N.A.

Source: San Diego Chamber of Commerce.

SAN DIEGO COUNTY
LARGEST EMPLOYERS

Servic:/Product

Government
Government
Education
Healthcare
Healthcare

Postzl Service
Higher FEducation

Healthcare

Shipbuilders and Repairers
Telecommunications
Education

Policing

Electronics Manufacturers and De velopers
Restaurants

Medical Management Services
Building Materials

Arrcratt Maintenance and Repair
Telecommunications

Healthcare

Warehouse/Shipping Clubs
Utilities

Higher Education

Technology Services

Turbines, Industrial Gas
Hospitals

Parking Stations and Garages
Financial Services

Churches. Schools

Electronic Instruments Mamfacturer
Temporary Help Services
Fospitals

Aecrospace Mam facturer
Healthcare

Biomedical F.esearch
Communication-*Nireless
Department Stores

Higher Eclucation

Retail Store

Banking
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Regional Economy

In recent years the County has enjoyed economic stability, out pacing the State economy despite
a general recession in the State. Much of this strength was evidenced by and due to outstanding employment
gains, population growth, personal income increases, and high levels of commercial and industrial
development.

Although the 1991 figure of the County’s total “real” economy showed a decrease for the first ime
in nine years, the Gross Regional Product (“GRP") for 1990 was $60.4 billion, up 6.3% from 1989. The
GRP is an estimate of the value for all goods and services produced in the region. The GRP for 1996 rose
to $79.1 billion from $70.2 billion in 1995. The following table presents the County’s GRP from 1987
through 1996.

GROSS REGIONAL PRODUCT

Gross Regional Annual Percent Change
Product Current Dollars Real Change
Year (Billion $) San Diego San Diego
1987 46.7 9.1 5.5
1988 51.4 10.0 5.7
1989 56.8 10.5 6.1
1990 60.4 6.5 19
1991 61.8 2.2 -1.6
1992 63.4 2.6 0.2
1993 64.8 2.2 0.7
1994 66.8 31 2.2
1995 73.6 5.0 4.6
1996 79.1 7.5 47
1997 83.4 6.5 4.4

Sources: Data for the U.S. by the Department of Commerce, Bureau of Fconomic Analysis; Economic Research
Bureau of the Greater San Diego Chamber of Commerce; County of San Diego Auditor and Controller.
0 Adjusted using the GNP Implicit Price Deflator.

Economic activity and population growth in the local economy are closely related. Helping to
sustain the County’s economy 18 the performance of three basic industries of the region, which consist of
manufacturing, the miltary, and tourism. The U.S. Department of Defense contributes about $10 billion
annually to the local economy, through wages paid to the uniformed military and civilian personnel, and for
equipment and services purchased from local businesses. San Diego’s military presence is anticipated to
remain relatively stable and may even increase due to the consolidation of military operations and facilities
from elsewhere in California, the West, and throughout the United States. The Department of Defense closed
and vacated the Naval Training Center in 1997. However, three procurement agencies have recently
relocated to San Diego, including the Naval Space and Warfare Systems Command, the Naval Aviation
Engineering Servicing Unit, which hires private contractors to service jets, and the Naval Aviation Technical
Service Facility, which stores approximately 10 million jet blueprints.



Building Activity
Building permit valuation in the County in 1998 increased over 1997 levels. Measures limiting new
housing remain in effect in areas throughout the County. The number of building permit authorizations has

fallen in the last several years,

Annual total building permit valuation and the annual unit tota] of new resicential permits from 1994
through 1998 are shown in the following table.

BUILDING PERMIT ACTIVITY

1994 1995 1996 1997 1998~
Valuation (in 000's)
Residential(*) $1.218.857 $1,187,952 $1.358.355  $2.032,771 $2,267.575
Non-Residential 446,608 627,298 738,595 958.231 1,122,177
Total $1.668.465 $1,815,250 $2.096,950  $2.991.004 $3.589,752
New Dwelling Units
Single Family 5,247 4,736 5,816 8,335 8926
Multiple Family 1,688 1.872 1.052 3.063 2.944
Total 6.935 6,608 6.868 11,402 11.870

{1} Source: Economics Sciences C orporation; Construction Industry Research Board.
{2y Preltminary, to and including November 1998,
*  Figures do not include alterations and additions.

Comimercial Activity

Consumer spending for Calendar Year 1997 resulted in approximately $27.4 billion in taxable sales
in the County.

The following table sets forth information regarding taxable sales in the County for Calendar Years
19931997,
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Type of Business
Apparel Stores

General Merchandise

Specialty stores

Food stores

Liquor stores

Home Furnishings/
Apphances

Fating & Drinking
Establishments

Building Materials &
Farm Implements

Automotive

Service Stations

Retail Stores Total

Business & Personal
Services

All Other Outlets

5

TAXABLE

Calendar Years 1993-1997

SALES

(in Thousands)
1993 1994 1995
892222 § 890,813 $ 850,087
2,841,444 2,966,086 2,962,497
2,042,040 2,180,212 2,335,210
1,227,909 1,196,519 1,210,908
139,371 130,120 128,024
725,305 811,149 855,180
2,105,137 2,165,277 2,271,296
1,207,008 1,204,917 1,228,771
2,542,729 2,799,470 2,925,561
1,334,355 1,310,698 1,353,264
15,241,382 15,718,773 16,181,283
1,173,790 1,211,950 1,270,837
5,161,155 5,444,420 5,081,923

TOTAL ALL OUTLETS* $21.576,327 $22.375143 %

23,434,043

1996 1997
$ 864,819 § 926,657
3,088,863 3,285,977
2,473,042 2,739,312

1,266,502 338,661
129,630 135,771
898.482 858,165

2,385,143 2,523,340

1,352,284 1,590,984
3,142,170 3,207,297
1,480,992 1,521,295
17,141,385 18,402,311

1,373,745 1,538,544
6,623,435 7.467.671

$25.138,565 $27,408,526

Source: California State Board of Equalization, Taxable Sales in California.
*Columns do not total due to certain omitted categories.



Personal Income

The following table summarizes the total effective buying income and the median household
effective buying income for the C ounty, the State, and the United States between 1993 and 1997.

PERSONAL INCOME
For Years 1993 through 1997

Total Effective Median Household
Buying Income Effective
Year and Area (000's Omitted) Buying Income
1993
San Diego County 42,282 698 38,082
California 528,958,745 39,330
United States 4,169,724.,052 35,056
1994
San Diego County 45,541,671 39,542
California 552,074,838 40,969
United States 4,436,178,724 37,070
1995+
San Diego County 45,541,671 33,679
California 477,640,503 34,533
United States 3.964,285.118 32,238
1996
San Diego County 40,913,543 34, 445
California 492.516,99] 35,216
United States 4.161,512,384 33,482
1997
San Diego County 43,212,824 35,725
California 524,439,600 36,483
United States 4,399,998 035 34618

Source: Market Statistics, Demographics USA - County Edition.
*  Data for 1995 reflects changes in methodology for calculating effective buying income which excludes certain
sources of income.

Transportation

Surface, sea and air transportation facilities serve County residents and businesses. Interstate h)
parallels the coast from Mexico to the Los Angeles area and points north. Interstate 15 runs inland, leading
to Riverside-San Bernardino, Las Vegas, and Salt Lake City. Interstate 8 runs eastward through the southem
United States.
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San Diego’s International Airport (Lindbergh Field) is located approximately one mile west of the
downtown area at the edge of San Diego Bay. The facilities are owned and maintained by the San Diego
Unified Port District and are leased to commercial airlines and other tenants. The airport is California’s third
most active commercial airport, served by 20 major airlines. In addition to San Diego International Airport
there are two naval air stations and seven general aviation airports located in the County.

Public transit in the metropolitan area is provided by the Metropolitan Transit Development Board.
The San Diego Trolley, developed by the Metropolitan Transit Development Board beginning in 1979, has
been expanded. A total of 17.6 miles were added to the original 108 miles; construction was completed in
1990.

_an Diego is the terminus of the Santa Fe Railway’s main line from Los Angeles. Amtrak passenger
service is available at San Diego, with stops at Del Mar and Oceanside in the North County.

San Diego’s harbor is one of the world’s largest natural harbors. The Port of San Diego 1s
administered by the San Diego Unified Port District, which includes the cities of San Diego, National City,
Chula Vista, Imperial Beach, and Coronado.

Visitor and Convention Activity

An excellent climate, proximity to Mexico, extensive maritime facilities, and such attractions as the
San Diego Zoo and Wild Animal Park, Sea World, Cabrillo National Monument, and Palomar QObservatory
allow San Dicgo to attract a high level of visitor and convention business each year. Contributing to the
growth of visitor business has been the development of the 4,600-acre Mission Bay Park at San Diego and
the construction of meeting and convention facilities at the San Diego Community Concourse.

San Diego’s visitor industry is a major sector of the region’s economy. Visitor revenues in San
Diego County reached approximately $4.4 billion in 1997, according to an estimate by the San Diego
Convention and Visitors Bureau, up from $4.0 billion in 1996. In 1997, San Diego County hosted 59
conventions and trade shows, attended by approximately 290,802 delegates, who spent approximately
$257,276,865.

Education

Forty-three independent school districts provide educational programs for the elementary and
secondary public school children in the County. Each school system is governed by a locally elected board
of education and administered by a superintendent or other chief administrative officer appointed by the
board. In the County there are three types of school districts: elementary, union high and unified.
Elementary districts educate elementary students, union high districts educate for the most part secondary
students, and unified districts educate both elementary and secondary students. There are currently 10
unified, 27 elementary and 6 union high school districts in the County.

Community colleges in California are locally operated and administered two-year institutions of
higher education. They offer Associates in Arts and Associates in Science degrees and have extensive
vocational curricula. There are five community college districts in the County with students at eleven
campuses and numerous adult and community centers.



Among the institutions of higher education offering bachelors and graduate programs in
metropolitan San Diego are San Diego State University; the University of California at San Diego, which,
in terms of enrollment is the fifth largest school in the State: National University; the University of San
Diego; Point Loma College; California State University - San Marcos; and United States International
University.
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APPENDIX B

THE COUNTY OF SAN DIEGO AUDITED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 1998
AUIEOTS” OPIMEOI ... oeceeeeer e eomeare bbb eSS
Combined Balance Sheet -All Fund Types and Account Groups ...

Combined Statement of Revenues, Expenditures and Changes in
Fund Balances - All Governmental Fund TypPes ...

Combined Statement of Revenues, Expenditures and Changes in
Fund Balances (Budget and Actual) Non-GAAP Budgetary Basis
- All Governmenial FUnd TyPes.... .o et

Combined Statement of Revenues, Expenses and Changes in
Retained Eamings - All Proprietary Fund Types ..o

Combined Statement of Cash Flows - All Proprietary Fund Types ...
Pension Trust Fund - Statement of Changes in Plan Net ASSets ..o
Investment Trust Fund — Statement of Changes in Net ASSets ..o

Notes to Combined Financial StAtEIMEIIS ......cooov i
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Deloitte &
Touche

,\ Deloitte & Touche LLP Telephone: (619 232-6500
- Suite 1900 ITT Telex: 4395722
701 “B" Street Facsimile: {619) 237-1755

San Diego, California 92101-8198

INDEPENDENT AUDITORS' REPORT

The Honorable Board of Supervisors of the
County of San Dicgo:

We have audited the accompanying general purpose financial statements of the County of San Diego as
of Junc 30. 1998 and for the vear then ended, listed in the forcgoing table of contents. These general
purposc financial statements are the responsibility of the management of the County of San Dicgo. Our
responsibility is to express an opinion on these financial statements based on our avdit. We did not audit
the financial statements of the pension trust fund (included in Trust and Agency), which statements
reflect total asscts constituting 67% of the Trust and Agency Fund Type at June 30, 1998, Those
statements were audited by other auditors whose report has been fumished to us, ard our opinion,
msofar as it relates to the amounts included for the Trust and Agency Fund Type, is based solely on the
report of such other auditors.

We conducted our audit in accordance with generally accepted auditing standards, Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the general
purposc financial statements are free of material misstatement. An audit includes examining, on a test
basis. evidence supporting the amounts and disclosures in the general purpose financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management. as well as evaluating the overall financial statement presentation. We believe that our
audit and the report of other auditors provides a reasonable basis for our opinion.

In our opinion, based upon our audit and the report of other auditors, such general purpose financial
statements present fairly, in all material respects. the financial position of the County of San Dicgo at
June 30, 1998, and the results of its operations and the cash flows of its proprietary fund types, and the
change in net assets of its pension trust fund and investment trust fund, for the year “hen ended in
conformity with generally accepted accounting principies.

As discussed in Note 4.H. to the gencral purpose financial statements, in fiscal year 1998 the County of
San Dicgo changed its method of accounting for its investment pool to conform with Statement of
Governmental Accounting Standards No. 31 and restated the 1997 Totals (memorandum only)
comparative financial information.

As discussed in Note 3 to the financial statements, the fair values of certain investments with an amount
of $526,246,115 have been cstimated by management in the absence of readily ascertainable market
values. We have reviewed the procedures used by management in arriving at the estimated values of
such investments and have inspected underlyving documentation, and, in the circumstances, believe the
procedures are reasonable and the documentation appropriatc. However, determinat on of the valuc of

Deloitte Touche
Tobmatsu



these investments involves subjective judgment because the actual market values can be determined only
by negotiation between the parties in sales transactions. The estimated valuc of the mvestments may
differ from the values that would have been used had a ready market existed for the investments. and the
differences could be material.

Joloitter s mate 2t

October 9, 1998
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FINANCIAL REPORT OF SAN DIEGO COUNTY

COMBINED BALANCE SHEET
ALL FUND TYPES AND ACCOUNT GROUPS
JUNE 30, 1998
With Comparative Figures for June 30, 1997
{In Thousands)

ASSETS AND OTHER DEBITS

Equity in Pooled Cash and Investments $ 52,365 71,637 6,984 35,324
Cash with Fiscal Agent 231,746 67 21,673 1,076
Collections in Transit 500 591

Imprest Cash 208 14

Investments

Taxes Receivable 242

Accounts and Notes Receivable, Net 160,615 21,514 249 5,496
Prepaid Expense

Due from Other Funds 103,600 8,669 28 16,248
Advances to Other Funds €89 157 561

Inventory of Materials and Supplies 10,039 1,596

Deposits with Others 752 7
Restricted Assets:

Investments 103,049

Fixed Assets, Net

Amount Available in Debt Service Funds

Amount to be Provided for Retirement of
General Lon Term Debt

,LIABI‘LITIES »EQUITY AND OT

Liabilities:

Accounts Payable $ 25,481 6,926 3,286
Accrued Payroll 15,706 1,129

Accrued Interest

Amount Due for Tax & Revenue Anticipation Notes 227,531

Due to Other Funds 32,459 8,643 83 15,125

Obligations Under Securities Lending

Due to Other Governments

Advances from Other Funds 675 287 3,298
Amount Due Employees for Deferred Compensation

Amount Due for Commercial Paper Notes

Deferred Revenue 33,742 1,402 17,463
Lon-Term Debt Payable

Eqmty and Other Credlts
Investment in General Fixed Assets
Contributed Capital
Retained Earnings:

Unreserved
Fund Balances:
Reserved for Encumbrances 47,916 22,863 134
Reserved for Loans 7,277 13,262
Reserved for Deposits with Others 54
Reserved for Inactive Landfill Maintenance 103,049
Reserved for Inventory of Materials and Supplies 10,039 149
Reserved for Debt Service 29,125

Reserved for Pool Participants

Reserved for Employees' Pension Benefits

Unreserved:

Designated for Subsequent Years' Expenditures 11,543 87
Unde5| nated

See Notes to Combined Financial Statements



FINANCIAL REPORT OF SAN DIEGO COUNTY

COMBINED BALANCE SHEET
ALL FUND TYPES AND ACCOUNT GROUPS
JUNE 30, 1998
With Comparative Figures for June 30, 1997
(In Thousands)

STATEMENT 1A

54,983 54,058 1,388,046 1,663,397 1,679,886
515,182 769,744 702,077
4 89 23,897 25,081 14,182
2 200 72 496 489
3,662,817 3,662,817 3,026,868
203,643 203,885 225,552
1,272 113 43,159 232,418 205,287
33 33
1,390 8,149 29,930 168,014 201,453
2,739 476 4,622 10,971
110 2,686 14,431 13,682
759 1,233
103,049
69,280 27,674 416 1,239,243 1,336,613 1,316,685
29,125 29,125 30,483
1,121,193 1,143,677

1,423 6,611 24,943 68,670 61,796
110 20,945 19,648

2 2 2
227,531 212,297

4,451 4,587 102,666 168,014 201,453
375,327 375,327 227,688

1,705 502,520 504,225 431,413
362 4,622 10,971
275,416 275,416 216,128

66,671 66,671 77,359

1,362 53,969 60,011

1,150,318 1,240,059 1,341,399

1,239,243 1,239,243 1,168,090
40,825 25,766 ' 66,591 71,672
78,805 (32,492) 46,313 26,679
70,913 55,556
20,539 23,964
54 54
103,049
10,188 10,959
29,125 30,483
1,013,500 1,013,500 1,057,295
3,506,119 3,506,119 3,096,445
11,630 14,575

212062 156,588




FINANCIAL REPORT OF SAN DIEGO COUNTY

COMBINED STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES - ALL GOVERNMENTAL FUND TYPES
Year Ended June 30, 1998
With Comparative Figures for Year Ended June 30, 1997
(In Thousands)

STATEMENT 1B

Revenues:
Taxes $ 284,970 20,330 381 522 306,203 297,314
Licenses, Permits and Franchises 21,034 7,278 28,312 28,118
Fines, Forfeitures and Penalties 21,849 1,058 6,489 29,396 22,972
Revenue from Use of Money and
Property 26,236 12,792 2,001 7,939 48,968 31,089
Aid from Governmental Agencies;
State 868,320 56,275 9,325 933,920 949,026
Federal 453,358 58,254 410 512,022 566,864
Cther 23,303 9,606 1,943 391 35,243 20,639
Charges for Current Services 174,468 20,468 1,499 196,435 173,489

18,822 27,327
"2,100,321 2,116,838

Other Revenue 15 96
=2 Total Revenues: BRY. 504

Expenditures:
Current:
General 181,031 3,434 184,465 186,861
Public Protection 535,863 8,722 544,585 509,142
Public Ways and Facilities 1,458 65,051 66,509 64,180
Health and Sanitation 281,363 13,504 294,867 268,400
Public Assistance 759,389 57,231 816,620 915,302
Education 270 9,827 10,097 9,375
Recreational and Cultural 8,094 1,215 9,309 7,210

Capital Outfay 4,226 86,893 91,119 74,368
Debt Service 14,249 83,901 98,150
TR Total Expenain 35,943 S AB3,90% 15,721

Excess of Revenues Over

(Under) Expenditures 103,561 28,859 {79,576)  (59,244) (6,400) (9,914)
Other Financing Sources (Uses):
Sale of Fixed Assets 8 881 889 24
Issuance of Lease Purchases 4,226 4,226 6,653
Operating Transfers In 25,583 37,670 78,067 105,842 247,162 209,398
Operating Transfers (Qut) (85,367) (58,972) (7,120) (89,729) (241,188) (272,000)
Long-Term Debt Proceeds 1,814 76,062 77,876 64,816

68,791

24,511

Excess of Revenues Over (Under)
Expenditures and Other

Financing Sources {Uses) 48,003 6,995 {1,358) (42,250) 11,390 (25,534)

Fund Balances - Beginning of Year 121,970 79,216 30,483 60,510 292,179 320,410

Residual Equity Transfers In 57,448 103,148 719 161,315 (2,224)
Residual Equity Transfers {Qut) {5,653) (5,653}

Increase (Decrease) in
Reserve for Inventory of
Materials and Supplies

See Notes to Combined Financial Statements



FINANCIAL REPORT OF SAN DIEGO COUNTY

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
{BUDGET AND ACTUAL) NONGAAP BUDGETARY BASIS
ALL GOVERNMENTAL FUND TYPES

Year Ended June 30, 1998
{In Thousands}

STATEMENT 1C

Expenditures:

Excess of Revenues Over

Revenue
Taxes $ 284,970 278,372 6,598
Licenses, Permits and Franchises 21,034 20,795 239
Fines, Forfeitures and Penalties 21,849 26,954 (5,105}
Revenue from Use of Money and Property 27,037 23,968 3,069
Aid from Other Governmental Agencies:
State 868,320 938,002 (69,682)
Federal 453,358 525,453 (72,095)
Other 23,303 23,397 {94)
Charges for Current Services 174,468 161,055 13,413
Other Revenue 15,9 19,333 7

Current;
General 197,433 275,940 78,507
Public Protection 544,344 595,904 51,560
Public Ways and Facilities 2,214 3,188 974
Health and Sanitation 286,439 321,241 34,802
Public Assistance 761,278 891,998 130,720
Education 270 271 1
Recreational and Cultural 8,328 8,487 159

Capital Outlay

Debt Service 14,249 14,249

Encumbrances, Beginning of Year

Excess of Revenues Over {Under)
Expenditures and Other

33,290

33,290

{Under) Expenditures 75,750 (93,949) 169,699
Other Financing Sources (Uses):
Sale of Fixed Assets
Operating Transfers In 25,583 29,383 (3,800)
Operating Transfers (Out) {100,445) {101,415) 970
Proceeds of Long-Term Debt 13,507 (13,507}

Increase (Decrease) in:
Reserve for Inventory of
Materials and Sup Iies

See Notes to Combined Financial Statements

Financing Sources {Uses) 34,178 (119,184) 153,362
Fund Balances - Beginning of Year 89,130 89,130
Residual Equity Transfers In 57,448 57,448
Residual Equity Transfers{Out) (5,653} {5,653)

(Cont)




FINANCIAL REPORT OF SAN DIEGO COUNTY

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
{BUDGET AND ACTUAL) NONGAAP BUDGETARY B2ASIS
ALL GOVERNMENTAL FUND TYPES
Year Ended June 30, 1998
{In Thousands)
STATEMENT 1C {(Cont)

Revenues
Taxes $ 20,330 24,504 (14,174)
Licenses, Permits and Franchises 7,278 7,567 (289)
Fines, Forfeitures and Penalties 1,058 1,301 {243)
Revenue from Use of Money and Property 10,613 3,959 6,654
Aid from Other Governmental Agencies:
State 56,275 78,889 (22,614)
Federat 58,254 98,228 (39,974)
Other 9,143 4,358 4,785
Charges for Current Services 20,468 27,127 (6,659)

3,264

e

Expenditures:

Current;
General 1,615 1,860 245
Public Protection 9,320 15,024 5,704
Public Ways and Facilities 75,342 134,718 59,376
Health and Sanitation 22,812 24,269 1,457
Public Assistance 57,231 86,239 29,008
Education 9,854 10,814 960
Recreationat and Cultural 2,434 6,746 4,312

Capital Outlay

Debt Servi

Excess of Revenues Over

(Under) Expenditures 6,601 (18,683) 25,284
Other Financing Sources (Uses):
Sale of Fixed Assets 8 100 (92)
Operating Transfers In 3,699 4,591 (892)
Operating Transfers (Out) (28,126) (35,073) 7,947
Proceeds of Long-Term Debt

Encumbrances Beinni f Year _ 21,989

Excess of Revenues Qver {Under)
Expenditures and Other

Financing Sources (Uses) 4,171 (23,076} 32,247
Fund Balances - Beginning of Year 60,358 61,358
Residual Equity Transfers In 103,148 103,148

Residual Equity Transfers{Out)

Increase (Decrease) in:
Reserve for Inventory of

Materials and Supplies

See Notes to Combined Financial Statements (Cont)



FINANCIAL REPORT OF SAN DIEGO COUNTY

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
(BUDGET AND ACTUAL) NONGAAP BUDGETARY BASIS
ALL GOVERNMENTAL FUND TYPES
Year Ended June 30, 1998
(In Thousands)

STATEMENT 1C (Cont)

Revenues:

Taxes $ 381 308 73
Licenses, Permits and Franchises

Fines, Forfeitures and Penalties

Revenue from Use of Money and Property 60 103 (43)
Aid from Other Governmental Agencies:

State

Federal

Other 1,943 1,921 22

Charges for Current Services
|_Other Revenue

Expenditures:
Current:
General
Publi¢ Protection
Public Ways and Facilities
Health and Sanitation
Public Assistance
Education
Recreational and Cultural
Capital Qutlay

Debt Service - 44,607 44,633 26

Excess of Revenues Over
(Under) Expenditures (42,223) (42,301) 78

Other Financing Sources (Uses):

Sale of Fixed Assets

Operating Transfers In 41,864 42,137 (273)
Operating Transfers (Out)

Proceeds of Long-Term Debt

Encumbrances, Beginning of Year

Excess of Revenues Over (Under)
Expenditures and Other

Financing Sources {Uses) {359) (164) (195)

Fund Balances - Beginning of Year 1,108 1,108
Residual Equity Transfers In
Residual Equity Transfers(Out)
Increase (Decrease) in:
Reserve for Inventory of
Materials and Supplies

See Notes to Combined Financial Statements {Cont)
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FINANCIAL REPORT OF SAN DIEGO COUNTY

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
(BUDGET AND ACTUAL)} NONGAAP BUDGETARY BASIS
ALL GOVERNMENTAL FUND TYPES
Year Ended June 30, 1998
(In Thousands)

STATEMENT 1C (Cont)

Revenues:
Taxes $ 522 17,151 (16,629)
Licenses, Permits and Franchises
Fines, Forfeitures and Penaities 6,489 7,294 {8G5)
Revenue from Use of Money and Property 2,576 4,553 (1,977)
Aid from Other Governmental Agencies:
State 9,325 14,271 (4,946)
Federal 410 2,150 (1,740)
Other 391 7,998 (7,607)
Charges for Current Services 1,499 2,215 {(716)
Other Re

Expenditures:
Current:
General
Public Protection
Public Ways and Facilities
Health and Sanitation
Public Assistance
Education
Recreational and Cultural
Capital Qutlay 102,557 201,992 107,435
Debt Service
"1 total Expendl

Excess of Revenues Qver

(Under) Expenditures (80,971) (152,875) 71,904
Other Financing Sources {Uses):
Sale of Fixed Assets 881 3,887 (8,006)
Operating Transfers In 92,519 107,341 (14,822)
Operating Transfers (Out) (29,823) (23,827} 4
Proceeds of Long-Term Debt 16,172 23,658 (13,486)

Encumbrances, Beginning of Year 277

Excess of Revenues Over (Under)
Expenditures and Other

Financing Sources {Uses) (945) {36,539) 35,594
Fund Balances - Beginning of Year (375) (375)
Residual Equity Transfers In 719 719

Residual Equity Transfers(Out)

Increase (Decrease) in:
Reserve for Inventory of

Materials and Supplies

A BalanG

See Notes to Combined Financial Statements {Cont)
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FINANCIAL REPORT OF SAN DIEGO COUNTY

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
(BUDGET AND ACTUAL) NONGAAP BUDGETARY BASIS
ALL GOVERNMENTAL FUND TYPES
Year Ended June 30, 1998
{In Thousands)

STATEMENT 1C (Cont)

Revenues:
Taxes $ 306,203 330,335 (24,132)
Licenses, Permits and Franchises 28,312 28,362 (50)
Fines, Forfeitures and Penalties 29,396 35,549 (6,153)
Revenue from Use of Money and Property 40,286 32,583 7,703
Aid from Other Governmental Agencies:
State 933,920 1,031,162 (97,242}
Federal 512,022 625,831 (113,809)
Other 34,780 37,674 {2,894)
Charges for Current Services 196,435 190,397 6,038
Other Revenue 18,130 25,872 7,742
Expenditures:
Current:
General 199,048 277,800 78,752
Public Protection 553,664 610,928 57,264
Public Ways and Facilities 77,556 137,906 60,350
Health and Sanitation 309,251 345,510 36,259
Public Assistance 818,509 978,237 159,728
Education 10,124 11,085 961
Recreational and Cultural 10,762 15,233 4,471
Capital Outlay 102,557 209,992 107,435

| Debt Service - 58,856 58,882 26

Excess of Revenues Over

{(Under) Expenditures (40,843) (307,808) 266,965
Other Financing Sources (Uses):
Sale of Fixed Assets 889 8,987 (8,098)
Operating Transfers In 163,665 183,452 (19,787)
Operating Transfers {Out) {158,394) (167,315) 8,921
Proceeds of Long-Term Debt 16,172 43,165 (26,993)

Encmbres Beiln of Year _ 55,556 55,556

Excess of Revenues Over (Under)
Expenditures and Other

Financing Sources {Uses) 37,045 (183,963) 221,008
Fund Balances - Beginning of Year 150,221 150,221
Residual Equity Transfers In 161,315 161,315
Residual Equity Transfers{Out) (5,653) (5,653)

Increase (Decrease) in:
Reserve for Inventory of
Materials and Supplies _ . _ 771

See Notes to Combined Financial Statements
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FINANCIAL REPORT OF SAN DIEGO COUNTY

COMBINED STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN RETAINED EARNINGS
ALL PROPRIETARY FUND TYPES
Year Ended June 30, 1998
With Comparative Figures for Year Ended June 30, 1997
{In Thousands)

STATEMENT 1D

Ope ratmg‘Revenuesx
Charges for.Services ¥

Operating Expenses:

Salaries 6,496
Claims and Judgments 27,828
Cost of Materials 53,234
Repairs and Maintenance 1,783 3,653
Fuel 3,030
Equipment Rental 947
Sewage Processing 13,624
Contracted Services 21,764 150
Depreciation 3,444 3,128
Utilities 330
5,328 952
53,716 281,975

Operating Income (Loss) {1,319) 4,350
Nonoperating Revenues:
Interest 4,033 1,972 6,005
Taxes 30 30
Grants 1,135 1,135
Gain on Disposal of Equipment 112,576 112,576
Other 90 671 90,671

i otal Nonoperating:Revent :208,445" 1,972 .. 210,417

Nonoperating Expenses:

Interest on Long-Term Debt 27 241 268 29
Loss on Disposal of Equipment 305 408 713 78
Equity Conveyed to Other Entities 3,456 3,456

120,444

25 438

Other ____________ 5,438

Nonoperating Income {Loss) 179,219 1,323 180,542 (88,427)

Net Income (Loss) Before Operating Transfers 177,900 5,673 183,573 (91,443)
Operating Transfers In 242 242 63,568

Operating Transfers (Out) (5,221) (995) (6,216) (966}

Net Income (Loss) 172,679 4,920 177,599 (28,841)
Depreciation on Grant Funded Fixed Assets 598 598 633

Increase (Decrease} in Retained Earnings 173,277 4,920 178,197 (28,208)

Retained Earnings
Beginning Balance 63,578 (36,899) 26,679 54,887
Resndual Equi

(158,050) (513)

(158,563)

See Notes to Combined Financial Statements



FINANCIAL REPORT OF SAN DIEGO COUNTY

COMBINED STATEMENT OF CASH FLOWS
ALL PROPRIETARY FUND TYPES
Year Ended June 30, 1998
With Comparative Figures for June 30, 1997
Thousands

STATEM ENT 1E

Operating Income (Loss) $ (1,319) 4,350 3,031 (3,016
Adjustments to Reconcile Operating Income(Loss) to
Net Cash Provided by Operating Activities:
Depreciation 3,443 3,128 6,571 6,178
Decrease (Increase) in Accounts Receivable and
Notes Receivable, Net 2,082 (91) 1,991 2,409
Decrease (Increase) in Prepaid Expense (33) (33)
Decrease (Increase) in Due from Other Funds 25,556 (2,445) 23,111 (4,533)
Decrease (Increase) in Inventory of Materials
and Supplies, Net 24 (235) (211) 419
Increase (Decrease) in Accounts Payable (3,044} 3,243 199 (3,204)
Increase (Decrease) in Accrued Payroll (139) (139) 26
Increase (Decrease) in Due to Other Funds 2,048 433 2,481 1,375
Increase (Decrease) in Due to Other Governments (2,275) (2,275) 623
Increase (Decrease) in Long-Term Debt Payable (89,919) 7,848 (82,071) 19,164
Increase (Decrease) in Deferred Revenue (1,845) (1,845)
Other Revenue 90,700 90,700

Other Expense 8 25,438

Cash Flows from Non-Capital Financing Activities:

Residual Equity Transfer In 3,059 3,059 2,131

Residual Equity Transfer (Out) (158,050) (513) {158,563)

Payments From Other Funds 1,091

Loan Repayment from Other Agency 40 40 20

Advances Made on Long-Term Loans (928) (928) {385)
Grants 1,608 1,608 2,870

Subsidies Received from Other Funds 63,568

Transfers from (to) Other Funds (5,221) 241 (4,980) (515)

Residual Equity Conveyed to Other Entities
Loans to Other Funds

Cash Flows from Capital and Related Financing Activities:

Acquisition of Fixed Assets (1,773} (6,087) (7,860) (10,727)
Proceeds from Sale of Equipment 163,237 181 163,418 274
Principal Paid on Long-Term Debt (73) (1,502) (1,575) {18)
Interest Paid on Long-Term Debt 27 (241) (268) (29)
Deposit with Others 1,923

47 47

Cash Flows from Investing Activities:

Net Increase (Decrease) in Cash and Cash Equivalents (12,534)

Cash and Cash Equivalents-Beginning of Year 109,030

i e}

Noncash Investing, Cpata inan m ctiv ” e

Acquisition of Fixed Assets From Donations $ 683 683 541
Transfer Fixed Assets from(to) Gen Fixed Assets (38) (539)

Fixed Asset acquisition through Capital Lease 1,603

Assumption of Capital Lease From General Long-Term Debt (4,616)

Residual Equity Transfer From General Fund

tast Investnoe
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FINANCIAL REPORT OF SAN DIEGO COUNTY

PENSION TRUST FUND
STATEMENT OF CHANGES IN PLAN NET ASSETS
Year Ended June 30, 1998
With Comparative Figures for Year Ended June 30, 1997
{In Thousands)

STATEMENT 1F

ADDITIONS:

Contributions:
Employer $ 51,811
Plan Members

Investment Income:
Net Appreciation (Depreciation)

in Fair Market Value of Investments 325,722 401,935
Interest Income 79,300 45,801
QOther Incom 61,840 47,992

DEDUCTIONS:
Benefits 110,538 103,716
Refunds of Contributions 670 1,068

Administrative Exp ense 4,548 3,891

O 15 Hobr 0563

Net Increase (Decrease) 409.674 454,822

Net Assets Held in Trust for Pension Benefits:
Beginning of Year 3,096 445 2,641,623

See Notes to Combined Financial Statements
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FINANCIAL REPORT OF SAN DIEGO COUNTY

INVESTMENT TRUST FUND
STATEMENT OF CHANGES IN NET ASSETS
Year Ended June 30, 1998
With Comparative Figures for Year Ended June 30, 1997
(In Thousands)

STATEMENT 1G

ADDITIONS:
Contributions on Pooled Investments $ 8,880,803 8,401,226
69,123 74,949

DEDUCTIONS:

Net Increase (Decrease) (43,795) {45,236)

Net Assets Held in Trust for Pool Participants:
Beginning of Year 1,057,295 1,102,531

See Notes to Combined Financial Statemnents
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FINANCIAL REPORT OF SAN DIEGO COUNTY

NOTES TO COMBINED FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 1998

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the County of San Diego (the "County") conform to generally
accepted accounting principles (GAAP) applicable to governmental units. The following
is a summary of the more significant of such policies.

A,

THE FINANCIAL REPORTING ENTITY

The County of San Diego is a political subdivision of the State of California (the
"State") charged with general governmental powers and governed by an elected
five-member Board of Supervisors (the "Board”). As required by generally
accepted accounting principles, these financial statements present the County of
San Diego (the primary government) and its component units. The component
units, discussed in Note 1B are included in the County's repor:ing entity because of
the significance of their operational or financial relationships vsith the County.

INDIVIDUAL COMPONENT UNIT DISCLOSURES

Blended component units are listed below. The first seven component units are
legally separate entities which are governed by the San Diego County Board of
Supervisors and are reported as if they were part of the primzry government
because they benefit the County exclusively. The San Diego County Capital Asset
Leasing Corporation (SANCAL) is a non-profit corporation governed by a five-
member Board of Directors which is appointed by the County 3oard of
Supervisors. SANCAL is reported as if it was part of the primary government
because its sole purpose is to finance the acquisition of County buildings and
equipment. The San Diego County Employees Retirement Ascociation (SDCERA) is
governed by a nine-person Board of Directors of which four members are
appointed by the County Board of Supervisors. SDCERA is a |lzgally separate
entity reported as if it were part of the primary government, tecause it exclusively
benefits the County by providing pensions for retired County employees. Separate
financial statements for the individual component units described above may be
obtained from the County Chief Financial Officer/Auditor and Controller.

The first five entities listed below are included as special reverue funds, the
sanitation districts as enterprise funds, the Redevelopment Agency, and SANCAL
as capital projects and debt service funds, and SDCERA as a pension trust fund.

County Service Areas

Flood Control Districts

Lighting Maintenance Districts

Air Pollution Control District

County of San Diego Housing Authority

Sanitation Districts

San Diego County Redevelopment Agency

San Diego County Capital Asset Leasing Corporation
San Diego County Employees' Retirement Association

B-16



FINANCIAL REPORT OF SAN DIEGO COUNTY

BASIS OF PRESENTATION

The financial transactions of the County are recorded in individual funds and
account groups. The various funds and account groups are reported by type in the
financial statements. Amounts in the "Totals-Memorandum Only" columns in the
financial statements represent a summation of the combined financial statement
line-items of the fund types and account groups and are presented only for
analytical purposes. The summation includes fund types and account groups that
use different bases of accounting, both restricted and unrestricted amounts, and
the caption "amount to be provided,” which is not an asset in the usual sense,
Consequently, amounts shown in the "Totals-Memorandum Only" columns are not
comparable to a consolidation and do not represent the total resources available or
total revenues and expenditures/expenses of the County.

The County uses the following fund categories, fund types, and account groups:
Governmental Fund Types

General Fund - To account for all financial resources except those required to be
accounted for in another fund. The general fund is the County's operating fund.

Special Revenue Funds - To account for the proceeds of specific revenue sources
that are legally restricted to expenditures for specified purposes. Included in these
funds are the general funds of various component entities as described in Note 1B.

Debt Service Fund - To account for the accumulation of resources for the payment
of principal and interest on general long-term debt.

Capital Project Funds - To account for financial resources to be used for the
acquisition or construction of major capital facilities (other than those financed by
proprietary fund types).

Proprietary Fund Types

Enterprise Funds - To account for operations (a) that are financed and operated in
a manner similar to private business enterprises, where the intent of the governing
body is that the costs {expenses, including depreciation) of providing goods or
services to the general public on a continuing basis be financed or recovered
primarily through user charges; or (b} where the governing body has decided that
periodic determination of revenues earned, expenses incurred, and/or net income
is appropriate for capital maintenance, public policy, management control,
accountability, or other purposes.

‘Internal Service Funds - To account for the financing of goods or services provided
by one department to other departments of the County, or to other governments,
on a cost-reimbursement basis.

Fiduciary Fund Types
Trust and Agency Funds — To account for assets held by the County as a trustee or
as an agent for individuals, private organizations, other governments and/or other

funds. These include the pension trust fund (San Diego County Employees’
Retirement Association), investment trust fund and agency funds.
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FINANCIAL REPORT OF SAN DIEGO COUNTY

Account Groups

General Fixed Assets Account Group - To account for all fixed assets of the County,
except those accounted for in the proprietary-fund types.

General Long-Term Debt Account Group - To account for all long-term obligations
of the County, except those accounted for in the proprietary-fund types.

BASIS OF ACCOUNTING

The accounting and financial reporting treatment applied to & fund is determined
by its measurement focus. All governmental funds are accounted for using a
current financial resources measurement focus. With this measurement focus,
only current assets and current liabilities generally are included on the balance
sheet. Operating statements of these funds present increases (i.e., revenues and
other financing sources} and decreases (i.e., expenditures ard other financing
uses) in net current assets. Agency funds are custodial in nature and do not
involve measurement of results of operations.

All proprietary funds, the pension trust fund and the investment trust fund are
accounted for on a flow of economic resources measurement focus. With this
measurement focus, all assets and all liabilities associated with the operation of
these funds are included on the balance sheet. Fund equity for the proprietary
funds (i.e., net total assets) is segregated into contributed capital and retained
earnings components. Proprietary fund-type operating state nents present
increases (e.g., revenues) and decreases {e.g., expenses) in net total assets.
Financial Accounting Standards Board Statements issued after November 30,
1989, are not applied in reporting proprietary fund operations.

Governmental and Agency fund types are accounted for on the modified accrual
basis of accounting. Revenues are recognized when susceptible to accrual, (i.e.,
both measurable and available). Available means collectible within the current
period or soon enough thereafter to be used to pay liabilities of the current period.
In applying the susceptible to accrual concept to intergovernmental revenues, the
legal and contractual requirements of the individual programs are used as guid-
ance, Revenues which are accrued include property taxes, sales tax, interest, and
state and federal grants and subventions.

Expenditures are generally recognized when the related fund liability is incurred.
Exceptions to this general rule include: (1) principal and interest on long-term
debt which is recognized when due; (2) prepaid expenses which are reported as
current period expenditures, rather than allocated; and (3) accumulated unpaid
vacation, sick leave, and other employee benefits which are reported in the period
due and payable rather than in the period earned by employses.

Proprietary fund types, the pension trust fund and the investment trust fund are
accounted for on the accrual basis of accounting. Their revenues are recognized
in the period earned and expenses are recognized in the period incurred. There
are no unbilled utility service receivables for the proprietary fund types.
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FINANCIAL REPORT OF SAN DIEGO COUNTY

PROPERTY TAXES

Real property taxes are levied on October 15 against owners of record at

January 1. The taxes are due in two installments on November 1 and

February 1 and become delinquent after December 10 and April 10, respectively.
At January 1 all property is subject to lien for unpaid taxes. Secured (real)
property taxes which are delinquent and unpaid as of June 30 are declared to be
tax defaulted and are subject to redemption penalties, costs and interest when
paid. If the delinquent taxes are not paid at the end of five (5) years, the property
may be sold at public auction. Delinquent secured property taxes of all taxing
jurisdictions and the subsequent coliections of these delinquent taxes are held in
an agency fund.

ASSETS, LIABILITIES, AND FUND EQUITY

Cash and Investments

Investments in County funds are stated at fair value. Securities which are traded
on a national or international exchange are valued at the last reported sales price
at current exchange rates. Fair value for certain securities in the County’s cash and
investment pool were determined by using analytical pricing techniques based on
interest rate sensitivity (See Note 3A). These securities were purchased to provide
stability of yield during periods of interest rate declines and have interest rates that
either vary inversely with current market rates of interest or have interest rates
that are determined based on the spread relationship between two indices.
Accordingly, such securities, which approximate 32 percent of the total "Equity in
pocled cash and investments" account, are subject to market risk during times of
increasing rates and could result in a loss of principal if sold during such a period.
Short-term investments in the Pension Trust Fund are reported at cost, which
approximates fair value. The fair value of Pension Trust Fund real estate
investments is based on independent appraisals. Investments of the Pension Trust
Fund that do not have an established market are reported at estimated fair value,

For purposes of reporting cash flows, all amounts reperted as "Equity in Pooled
Cash and Investments," "Collections in Transit," and "Imprest Cash" are
considered cash equivalents. Pooled cash and investment carrying amounts
represent monies deposited in the County Treasurer's cash management pool and
are similar in nature to demand deposits, (i.e., funds may be deposited and
withdrawn at any time without prior notice or penalty). Allocations of assets and
liabilities to individual funds related to reverse repurchase agreements are not
considered cash equivalents for purposes of cash flow reporting.

Inventories

Inventories, which consist of expendable supplies, are stated at average cost.

They are accounted for as expenditures at the time of purchase and reported in the
balance sheet of the General Fund and the Special Revenue Funds of the County
Library and Special Districts as an asset with an offsetting reserve. Inventory held
by the Road Fund, a speciai revenue fund, and the proprietary fund types is carried
at average cost and is expended when consumed.

B-19



FINANCIAL REPORT OF SAN DIEGO COUNTY

Fixed Assets

Generat fixed assets are recorded as expenditures in the governmental fund types
at time of purchase. These assets are capitalized at cost in the General Fixed
Assets Account Group. In the case of acquisitions through gift:s or contributions,
such assets are recorded at fair market value at the time received. No depreciation
has been provided on general fixed assets. Fixed assets consisting of certain
improvements other than buildings, including roads, bridges, urbs and gutters,
streets and sidewalks, and drainage systems have not been capitalized. Such
assets normally are immovable and of value only to the County; therefore, the
purposes of stewardship and cumulative accountability for capital expenditures are
satisfied without recording these assets, Proprietary fund type fixed assets are
reported in those funds at cost or estimated fair market value at time of donation.

Depreciation is charged to operations of proprietary funds over the fixed assets'
estimated useful lives using the straight-line method for struc:ures and
improvements, and the hours/miles-of-service method for equipment. The
estimated useful lives are as follows:

Structure and Improvements 5-50 years
Equipment 4-20 years

Long-Term Liabilities

Long-term liabilities expected to be financed with resources from governmental
fund types are accounted for in the General Long-Term Debt Account Group.
Long-term liabilities of all proprietary fund types are accounted for in the
respective funds.

Amounts recorded as accumuiated leave benefits include an amount representing
salary-related payments such as the employer's share of socizl security and
medicare taxes associated with payments made for such compensated absences.
Accumulated leave benefits including vacation, sick leave, and compensatory time
worked in the amount of approximately $69.4 million for the ¢governmental fund
types as of June 30, 1998, is recorded in the General Long-Term Debt Account
Group. These amounts would not be expected to be liquidated from expendable
available financial resources but would be expected to be liquidated in future years
as employees elect to use these benefits as prescribed by Civil Service rules and
regulations.

Reservation/Designation of Fund Equity

Reserves represent those portions of fund equity not appropriable for expenditure
or legally segregated for a specific future use. Designated furd balances represent
tentative plans for future use of financial resources,

Comparative Data/Totals-Memorandum Only

Comparative data for the prior year has been presented in certain of the
accompanying financial statements in order to provide an understanding of
changes in the County's financial position and operations. Also, certain of the prior
year amounts have been reclassified to conform with the current year financial
statement presentations.
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2. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A.

BUDGETARY INFORMATION

General Budget Policies

An operating budget is adopted each fiscal year for the governmental funds.
Annual budgets are not required to be adopted for SANCAL, a non-profit corpora-
tion. Accordingly, Special Revenue, Debt Service, and Capital Projects Funds

for this entity are not included in the accompanying Combined Statement of
Revenues, Expenditures and Changes in Fund Balances - (Budget and Actual)
NonGAAP Budgetary Basis. Unencumbered appropriations for the governmental
funds lapse at fiscal year-end. Encumbered appropriations are carried forward to
the subsequent fiscal year. Budgets for the governmental funds are adopted on
a basis of accounting which is different from generally accepted accounting
principles.

The major areas of differences are as follows:

Encumbrance accounting is employed in governmental funds. Encumbrances
(e.g., purchase orders, contracts) are reported as budgeted expenditures in the
year the commitment to purchase is incurred. For GAAP purposes, encumbrances
outstanding at fiscal year-end are reported as reservations of fund balances and do
not constitute expenditures and liabilities, because the appropriations for these
commitments will be carried forward and the commitments honored in the
subsequent fiscal year.

Long-term capital lease obligations are not budgeted as an expenditure and source
of funds in the year the asset is acquired. Under a GAAP basis, such obligations
are included as an expenditure and source of funds in the year the asset is
acquired.

Loans and deposits to other agencies, if any, and their subsequent repayments are
budgeted as expenditures and revenues, respectively. Under a GAAP basis, these
items are not recognized as expenditures and revenues.

On a budgetary basis, unrealized gains and losses on the fair value of invest-
ments are not recognized. For GAAP purposes, such gains or losses are
recognized.

Expenditures may not legally exceed budgeted appropriations at the expenditure
object level within each department. Departmental intrafund expenditure
transfers do not have the budgetary status of legal appropriations. Therefore,
variances between estimated transfers and actual transfers are not displayed in
the general purpose financial statements, but are displayed as a genera! fund
schedule within the Comprehensive Annual Financial Report. All amendments to
the adopted budget require Board approval and, as such, reported budget figures
are as originally adopted or subsequently amended by the Board. Supplemental
appropriations during the year ended June 30, 1998, amounted to $ 211.3 million
in the general fund.
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B. BUDGETARY TO GAAP BASIS RECONCILIATION

The following schedule is a reconciliation of the budgetary and GAAP fund balances
(In Thousands):

BUDGETARY TO GAAP BASIS RECONCILIATION

Fund Balance-Budgetary Basis $174,420 167,589 749 {601)

Encumbrances Outstanding at Year-End 47,916 22,863 134
Fair Value Change in Investment (1,251) (1,296) (18) {213)
Fund Balances-Non Budgeted Funds 115 28,394 19,659
Fund Balances - GAAP Basis $221,085 189,271 29,125 18,979

C. FUND DEFICITS
The following funds have an accumulated deficit at June 30, 1998 (In Thousands):

Special Revenue Funds

Housing and Community Development (HCD) $ 8

Capital Projects Funds

San Diego County Redevelopment Agency (SDCRA) $ 1,809

Enterprise Funds

Transit $ 83
Internal Service Funds
Risk Financing $57,210

The deficit within the Housing and Community Development fund is due to the
recognition of fair value changes in the value of investmente. This deficit will be
reduced as securities mature. The deficit within the SDCRA fund is due to the use
of loan proceeds in advance of the receipt of benefit fees or incremental tax
revenues. This deficit wil! be reduced in future years upon the receipt of the
incremental tax revenues. The deficit within the Transit funcl is due to inadequate
cost recovery from user fees and the recognition of fair value changes in the value
of investments. This deficit will be reduced in future years as securities mature
and user fees are adjusted to cover costs. The deficit in the Risk Financing fund is
due to the prior years’ recognition of Habilities based on actuarial studies. This
deficit is expected to be reduced over a 10 year period beginning July 1, 1997,
through increased rates to County departments and reduced claim experience
through increased risk management.
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3. DETAIL NOTES ON ALL FUNDS AND ACCOUNT GROUPS

A. EQUITY IN POOLED CASH AND INVESTMENTS, CASH, INVESTMENTS, AND
OBLIGATIONS UNDER REVERSE REPURCHASE AGREEMENTS

The County maintains a cash and investment pool that is available for use by all
funds of the County as well as the funds of other agencies for which the County
Treasury is the depository. The San Diego County Treasurer issues a separate
annual financial report on the County Investment Pool. This report may be
obtained by writing to the San Diego County Treasurer, Room 112, County
Administration Center, 1600 Pacific Highway, San Diego, California, 92101 or by
calling (619) 531-5211.

Each fund type's portion of this pool is displayed on the combined balance sheet as
“Equity in Pooled Cash and Investments.” Interest earned on the pooled funds is
accrued in a pooled interest apportionment fund and is allocated based on the
average daily cash balances of the participating funds. State law requires that
interest income related to certain funds be considered income of the general fund
of the County. Such interest has been recorded as revenue in the general fund.

“Cash with Fiscal Agents,” represents amounts on deposit with trustees for the
SANCAL, San Diego County Housing Authority, SDCERA, County revolving funds,
and for repayment of General Fund Tax and Revenue Anticipation Notes.

“Investments,” represents the Inactive Waste Site Management Fund investments,
the Pension Trust Fund investments and bonds held for other agencies.

Deposits: At year-end the carrying amount of the County’s deposits was
$792,895,000 and the balance per various financial institutions was $792,684,000.
Of the balance in financial institutions, $986,000 was covered by federal deposit
insurance and $779,056,000 was collateralized according to State statutes which
require depositories having public funds on deposit to maintain a pool of securities
with the agent of the depository having a market value of at least 10% in excess of
the total amount of all public funds on deposit. Of this amount $205,542,000 was
held by the County or its agent in the County’s name and $573,514,000 was held by
the depository’s trust department or agent in the County’s name. $12,642,000 was
uncollateralized and uninsured. These securities are held by the depository’s trust
department or agent in the County's name.

Investments: State statutes authorize the County to invest in obligations of the
U.S. Treasury, agencies and instrumentalities, commercial paper rated A-1 by
Standard & Poor’s Corporation or P-1 by Moody's Commercial Paper Record,
bankers acceptances, repurchase and reverse repurchase agreements, and
negotiable certificates of deposit issued by national and state licensed or chartered
banks or federal or state savings and loan associations. Pension Trust Fund
investments are authorized by the County Employees’ Retirement Law of 1937.
Statutes authorize “Prudent Expert” guidelines as to the form and types of
investments which may be purchased. The County’s investments are categorized
below to give an indication of the level of risk assumed by the entity at year end.
(In Thousands) Category 1 includes investments that are insured or registered or
for which the securities are held by the County or its agent in the County's name,
Category 2 includes uninsured and unregistered investments for which the
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securities are held by counterparty’s trust department or agert in the County’s
name. There were no investments with a risk Category 2 at June 30, 1998.
Category 3 includes uninsured and unregistered investments for which the
securities are held by the counterparty, or by its trust department or agent but not
in the County’s name.

Investments - !ategorlze!

Bankers Acceptances $ 16,315 133,515 149,830
Repurchase Agreements 205,000 14,868 219,868
Commercial Paper 230,817 230,817
U.S. Government Securities 1,050,529 1,050,529
Negotiable certificates of deposit 471,874 471,874
Corporate notes 100,137 100,137
Corporate bonds 603,974 210,058 814,032
Common and preferred stock 1,688,446 1,688,446
Investments held by the County for other agencies:

U.S. Government Securities 124 124

Corporate bonds 47 a7

Common stock 1 1
Subtotal 4,367,264 3T8,441 4,725,705

Investments - Not Categorized
Investments held by broker dealers under
securities loans:

U.5. Government securities 132,776
Corporate bonds 69,629
Common and preferred stock 163,462
Mutual Funds 146,767
Real Estate Equity 167,773
TOTAL INVESTMENTS $5,406,112

The market value of certain U.S. Government securities, negotiable certificates of
deposit and corporate notes held in the County’s cash and investment pool were
not readily ascertainable and could only be determined by negotiation between
the parties in sales transactions. Consequently, estimates for the June 30, 1998,
fair values of the securities described above were determined by the use of
analytical pricing techniques based on interest rate sensitivity.

Fair values and estimates of fair values are provided monthly by an independent
pricing agency and such values are not supported by any guarantees on the part
of the pool sponsor or the pricing agency. The County and certain schoo! districts
are involuntary pool participants in the County Treasurer’s investment pool and
represent 91.9 percent of the total pooled cash and investments on hand at

June 30, 1998.

Reverse Repurchase Agreements: State statutes permit the County to enter into
reverse repurchase agreements, that is, a sale of securities with a simultaneous
agreement to repurchase them in the future at the same price plus a contract rate
of interest. The County had no reverse repurchase agreements outstanding at
June 30, 1998. Due to significantly higher cash flows and market conditions at
certain times during the year, the County’s investments in repurchase agreements
increased significantly and were substantially higher at those times.
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Securities Lending Transactions: Under the provisions of State statutes, the
County Treasurer lends U.S. government obligations and SDCERA lends U.S.
government obligations, domestic and international bonds and equities to broker-
dealers and other entities (borrowers) for collateral that will be returned for the
same securities in the future. The County’s custodial bank manages the securities
lending programs for the County Treasurer and receives cash and securities as
collateral pledged at 102 percent of the market value of securities lent. Fiscal
agents for SDCERA manage the securities lending programs and receive cash
securities pledged at 102 percent of fair value for domestic securities lent and 105
percent of the fair value of international securities lent. Additional collateral has
to be provided the next business day if its value falls to 100 percent or less of the
market value of the securities lent. The collateral securities can not be pledged or
sold by the County Treasurer or SDCERA unless the borrower defaults. No more
than 20 percent of the Treasurer’s pooled investment portfolio may be lent at one
time. There is no restriction on the amount of SDCERA securities that may be lent
at one time. Securities on loan at year-end are presented as unclassified in the
preceding schedule of custodial credit risk and represent transactions of the
SDCERA pension trust fund. At year-end, the pension trust fund has no credit risk
exposure to borrowers because the amounts SDCERA owes the borrowers exceeds
the amounts the borrowers owe SDCERA. The term to maturity of securities loans
is generally matched with the term to maturity of the cash collateral. Such
matching existed at fiscal year end.

RESTRICTED ASSETS-INVESTMENTS

Certain investments have been restricted by operation of taw to fund post cliosure
landfill costs over a 30-year period. These investments are recorded in the
Inactive Waste Site Special Revenue Fund.

GENERAL FIXED ASSETS

The following is a summary of investments in general fixed assets by sources
and a summary of changes in general fixed assets as of and for the year ended
June 30, 1998.

General Fund;

General Fund Revenues $ 745,189

Federal and State Grants 3,055
Special Revenue Funds:

Special Revenue Fund Revenues 75,094

Special Revenue State & Federal Grants 81
Capital Projects Funds:

Lease Revenue Bonds 174,249

Certificates of Part™ ipation 241,575

Total $1,239,243
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Summary of Changes in General Fixed Assets by Class
For the Year Ended June 30, 1998
(In Thousands)

Land $ 171,220 21,117 368 191,969
Structures & Improvements 414,752 81,486 9,512 486,726
Equipment 192,464 12,117 96,469 108,112
Construction in Progress 389,654 69,578 6,796 452,436
Total $1,168,090 184,298 113,145 1,239,243

D. PROPRIETARY FUND TYPE FIXED ASSETS

Following is a summary of Proprietary Fund Type Fixed Assets by class as of
June 30, 1998 (In Thousands):

Land $ 7,478

Structures & Improvements 87,003
Equipment 8,654 40,952
Construction in Progress 3,770
Total 106,905 40,952

Less Accumulated Depreciation  (37,625) {13,288)

Net $69,280 27,674

E. LEASE COMMITMENTS

The County has commitments under long-term property operating iease agree-
ments for facilities used for operations. These leases do not m2et the criteria for
capitalization under FASB Statement 13. The County is the lessee under the terms
of several noncancellable operating leases for real property used to house certain
County facilities. The combined rental cost for which the County is obligated under
these leases is as follows (In Thousands):

"$ 5,50

1999/2000 4,137
2000/01 2,152
2001702 1,218
2002/03 1,018
Thereafter 11,936
Total $25,969
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Total rental expense for all real property operating leases for the year ended
June 30, 1998, was approximately $14.9 million.

In addition to real property leases, the County has also entered into long-term
operating leases for personal property, a large portion of which represents data
processing and duplicating equipment. Many of these leases are subject to annual
adjustment based upon negotiations. Management expects that in the normal
course of business, leases that expire will be renewed or replaced by other leases.
Total rental expense for these operating leases for the year ended June 30, 1998,
was approximately $7.5 million.

Certain buildings and equipment are being leased under capital leases as defined
in FASB Statement 13. The present value of the minimum lease obligation has
been capitalized in the General Fixed Asset Account Group and is reflected as a
liability in the General Long-Term Debt Account Group. The County assumes
responsibility for all maintenance, repair, and structural modifications under the
terms of the lease agreements.

Structures and Improvements $113,138
Equipment 39,034
Total $152,172

Future minimum lease payments under capital leases consisted of the following
at June 30, 1998 (In Thousands):

1998/99 $ 15,379

1999/00 14,655
2000/01 14,471
2001/02 13,710
2002/03 13,697
Thereafter 183,153
Total minimum Lease Payments 255,065

Less: Amount representing Interest (102,893)

Net Lease Payments $152,172
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F. GENERAL LONG-TERM DEBT

General Long-Term Debt outstanding at June 30, 1998, consists of certificates of
participation, capital lease obligations accounted for in accordance with NCGA
Statement 5 (See Note 3E), pension obligation bonds, revenue bonds,
contracts/loans payable, accumulated unpaid employee leave benefits {See Note
1F) and landfill closure costs as follows (In Thousands):

a

i n plta " b sin rpotin SANCAL):

1989 Certificates of Participation
issued November, 1989 6.20 - 7.10% 2009 $24,433 $16,788
1991 Certificates of Participation
issued September, 1991 4.80 - 6.50% 2007 38,045 26,785
1993 Certificates of Participation
issued March, 1993 3.00 - 5.75% 2013 7,640 6,615
1993 Certificates of Participation
issued March,1993 3.25- 5.10% 2007 26,085 20,290
1993 Certificates of Participation
issued May, 1993 2.50 - 5.625% 2012 203,400 158,225
1996 Certificates of Participation
issued May, 1996 4.30 - 5.50% 2018 52,230 52,230
1996 Certificates of Participation
issued December, 1996 4.00 - 6.00% 2019 37,690 37,690
1997 Certificates of Participation
issued June, 1997 4.00 - 4.80% 2004 28,035 25,040
1997 Certificates of Participation
issued July, 1957 4.00 - 5.00% 2025 80,675 80,675
Total Certificates of Participation 498,233 424,338

Capitalized Leases:
San Diego Regional Building Authority

Lease beginning October, 1991 4.60 - 6.36% 2019 46,965 42,100
San Diego Regional Building Authority
Lease beginning July, 1993 4.00 - 7.56% 2023 71,630 66,830

Third Party Financing Leases:
Motorola Corporation

Lease beginning December 1995 5.65% 2011 39,772 36,020
Others

various beginning dates from

December, 1991 to the present 4.54 - 8.00% 1996 - 2007 11,867 7,222
Total Capitalized Leases 170,234 152,172
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Other Long-Term Obligations:

Pitney Bowes 4.78% 2003 % 1,600 $ 1,600

Calif. Integrated Waste Mgmt Board 5.83 5.87% 2016 1,260 1,260
Total Other Long-Term Obligations 2,860 2,860
Taxable Pension Obligation Bonds

Series A 4.70 6.60% 2007 430,430 395,475
Revenue Bonds

Redevelopment Agency Series 1995 4.75 6.75% 2020 5,100 5,035
Total 1,106,857 979,880
Accumutated Unpaid Employee

Leave Benefits 69,438
Inactive Landfill Closure 101,000
Total General Long-Term Debt $1,150,318

The certificates of participation of the SANCAL non-profit corporation listed above
are secured by annual base rental lease payments payable by the County for use
of the facilities constructed or equipment purchased from debt proceeds. The
capital leases between the County and SANCAL have been eliminated for financial
reporting purposes and the related assets and debt (e.q. certificates of
participation of SANCAL) are reported as San Diego County's assets and debt,
respectively.

Changes in General Long-Term Debt for the year ended June 30, 1998, are
summarized as follows (In Thousands):

Lease Revenue Bonds/Certificates

of Participation $ 420,338 80,675 76,675 424,338
Capital L ease Obligations 169,275 4,226 21,329 152,172
Contracts/Loans Payable 2,860 2,860
Pension Obligation Bonds 414,435 18,960 395,475
Redevelopment Agency Revenue Bonds 5,100 65 5,035
Arbitrage Rebate 124 124 0
Accumulated Unpaid Employee

Leave Benefits 66,384 3,054 69,438
Inactive Landfill Closure 98,504 2,496 101,000

Total $1,174,160 93,311 117,153 1,150,318
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The following is a schedule of debt service requirements to maturity, including
interest, for General Long-Term Debt outstanding at June 30, 1998 (In
Thousands). Accumulated unpaid employee leave benefits and Landfill Closure
are excluded since they are not estimable due to timing of payments.

1999 $ 42,409 15,379 329 46,427 395 104,939
2000 47,061 14,655 504 48,756 406 111,382
2001 47,369 14,471 499 51,195 411 113,945
2002 47,610 13,710 495 53,753 420 115,988
2003 47,545 13,697 490 56,448 424 118,604
2004-2008 202,383 67,352 757 281,541 2,127 554,160
2009-2013 98,210 57,091 474 2,164 157,939
2014-2018 49,338 36,687 234 2,192 88,451
2019-2023 31,724 22,023 1,331 55,078
2024-2026 14,951 14,951
Total $678,600 255,065 3,782 538,120 9,370 __ 1,435,437

Prior Year Defeasance of Debt

In prior years, the County defeased certain lease revenue bonds by placing the
proceeds of the original issue plus additionat County contributions in an
irrevocable trust to provide for all future debt service paymerts on the old bonds.
Accordingly, the trust account assets and the liability for the defeased bonds are
not included in the County's financial statements. At June 3C, 1998, $119.1
million of bonds outstanding are considered defeased.

Advance Refunding of Long-Term Debt
San Diego County Capital Asset Leasing Corporation (SANCAL)

On July 15, 1997, SANCAL issued $80.7 million in Certificates of Participation
(COP) with an average interest rate of 5.4 percent to advance refund $58.5 miltion
of COP issued by SANCAL in 1994 with an average interest rate of 6.4 percent and
$6 million in COP issued by the San Diego Regional Building Authority (the
“Authority”) in 1994 with an average interest rate of 6.4 percent. The COP issued
by the Authority was secured by a long-term capital lease belween the County and
the Authority. The net proceeds of $76 million (less $2.8 milion in bond discount
and after payment of $1.9 million for bond insurance, underwriting fees, and other
issuance costs) were used to purchase $71.2 million in U.S. ¢government securities
and to fund certain reserves for the COP.
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Those securities were deposited in an irrevocable trust with an escrow agent to
provide for all future debt service payments on the respective debt issues cited
above. As a result, the SANCAL 1994 COP and the Authority’s 1994 COP are
considered defeased. The liability for those COP issued by SANCAL and the long-
term capital lease between the County and the Authority securing the Authority’s
COP have been removed from the general long-term debt account group.

SANCAL advance refunded SANCAL’s 1994 COP and the Authority’s 1994 COP cited
above to achieve short-term budgetary savings to the County and to reduce the
total debt service payments over the next 29 years by approximately $2.3 million
and to obtain an economic gain (difference between the present values on the old
and new debt) of approximately $1.7 million.

Significant Long-Term Capital Lease

In November 1997, the County entered into a long-term capital lease with Koch
Financial Corporation to finance the acquisition and construction of lighting and
mechanical equipment for various County facilities. The net present value of the
lease is $3.17 million with various interest rates ranging from 4.5 to 4.7 percent
and terminating in 2006.

Inactive Landfill Closure Costs

The County maintains 17 waste disposal sites that were closed prior to 1985,
Consistent with State and Federal regulations pertaining to closed landfills, post
closure costs for these landfills, to include facilities maintenance and groundwater
monitoring over a 30 year period, is estimated at $101 million in current year
costs. This amount has been recorded in the general long-term debt account
group. Actuai costs may be higher due to inflation, changes in technology or
changes in regulations. The County has funded this liability from cash reserves
created from the sale of the solid waste system as described in Note 4B.

PROPRIETARY FUND TYPES LONG-TERM DEBT

Proprietary fund types long-term debt consists of revenue bonds, loans payable,
contracts payable, capital leases and unpaid accumulated employee leave benefits,
The revenue bonds are general obligations of the issuing district and

as such, the district is empowered and obligated to levy ad valorem taxes upon all
taxable property within the district without limit as to rate or amount for the
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purpose of paying the principal and interest. The bonds are also payable from
restricted sewer service revenues of the issuing districts. A schedule of Proprietary
Fund Types Long-Term Debt is as follows (In Thousands):

Revenue Bonds:

Alpine Sanitation 1970A 6.70 - 7.00% 2001 4 z85 $ B85
Loans:

Julian Sanitation 5.3% 2003 61 20

Capital Leases:

Mail/Print/Records ISF

Koch Financial 4.73% 2002 166 166
Pitney Bowes 4.62% 2003 249 249
Fleet 1SF:
Koch Financial 4.88 - 5.63% 2002 5,303 4,302
Total 6,364 4,822
Contract Payable Spring Valley Sanitation District 345
Unpaid Accumulated Employee

Leave Benefits 318

Total Proprietary Fund Types
Long-Term Debt $5,485

The following is a schedule of debt service requirements to maturity, including
interest, for Proprietary Fund Types Revenue Bonds, Capital Leases, and Loans
Outstanding at June 30, 1998. Accumulated unpaid employee leave benefits are
excluded because they are not estimable due to timing of payments (In
Thousands).

95 100
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H. SPECIAL ASSESSMENT DEBT

The County Treasurer/Tax Collector acts as an agent for property owners and
bondholders in collecting and forwarding special assessment monies. The County is
not obligated for repayment of any special assessment bonds and all special
assessment debt is solely the obligation of various separate governmental agencies.
The amount of special assessment debt outstanding for which the County is a
fiduciary is $21.8 million at June 30, 1998.

I. INTERFUND RECEIVABLE AND PAYABLE BALANCES

Individual Fund interfund balances at June 30, 1998 were (In Thousands):

General Funds: $103,600 32,459
Special Revenue Funds:
Road Fund 3,176 965
Inactive Waste Site 20 300
Lighting District 26 31
Air Pollution District 455 88
County Library Fund 34 93
Asset Forfeiture Program Fund 30 51
Inmate Welfare Program 234 224
HCD 4,094 5,018
Cable TV Fund 14 13
Park Land Dedication 69 250
Trial Court Operations 16
County Service Area Funds 125 641
Flood Control District Funds 27 210
Housing Authority Fund 362 740
Other Special District Funds 3 3
Total Special Revenue Funds 8,669 8,643
Debt Service Funds:
Pension 83
Nonprofit Corporation Funds 16
Redevelopment Agency Funds 12
Total Debt Service Funds 28 83
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I

Capital Projects Funds:

INTERFUND RECEIVABLE AND PAYABLE BALANCES (Continued)

Capital Outlay Funds $14,463 5,634
Edgemoor Development Fund 10
Nonprofit Corporation Funds 1,760 9,466
Redevelopment Agency Funds 15 25
Total Capital Projects Funds 16,248 15,125
Enterprise Funds:
Airport Fund 77 155
Liquid Waste Fund 500 109
Transit Fund 346 20
Sanitation Districts 467 4,167
Total Enterprise Funds 1,390 4,451
Internal Service Funds:
Road & Communication Funds B21 3,454
Purchasing Funds 4,353
Risk Financing 89 637
Fleet Services 2,717 95
Mail, Print, Records 106 220
Other Miscellaneous Funds 63 181
Total Internal Service Funds 8,149 4,587
Trust and Agency Funds:
Pension Trust Fund 52 9,814
Property Tax Collection Funds 1,366 4,980
Investment Trust Fund 14,119 33,853
County Departmental Funds 2,952 27,179
Special Purpose Funds 11,441 26,840
Total Trust & Agency Funds 29,930 102,666
Total Due From - Due To $168,014 168,014
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J.

INTERFUND RECEIVABLE AND PAYABLE BALANCES (Continued)

General Fund: $ 689

Special Revenue Funds:
County Service Area Funds $675
Flood Control District Funds 157
Total Special Revenue Funds 157 675

Debt Service Funds:

Nonprofit Corporation Funds 561

Redevelopment Agency Funds 287

Total Debt Service Funds 561 287
Capital Projects Funds:

Redevelopment Agency Funds 3,298
Enterprise Funds:

Airport Fund 2,604

Sanitation Districts Fund 135 362

Solid Waste

Total Enterprise Funds 2,739 362
Internal Service Funds:

Special District Loans Funds 476

Total Internal Services Funds 476

Total Advances To -
Advances From $4,622 $4,622

RESIDUAL EQUITY TRANSFERS

Residual Equity transfers consisted primarily of transfers from the dissolution of the
Solid Waste Enterprise Fund to the General Fund and the Inactive Waste Site Special
Revenue Fund. Total residual equity transfers in $161.3 million do not equal the
residual equity out transfers of $164.2 miltion. The difference of $2.9 million reflects
additions to contributed capital to the Fleet ISF from the General Fund of $5.6 million
and the reduction of contributed capital for the Road and Communication Equipment
ISF of $2.7 million which was transferred to the General Fund.
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K. SEGMENT INFORMATION FOR ENTERPRISE FUNDS

The County maintains four Enterprise Funds which provide airport, liguid and solid
waste, and transit services. Segment information for the year ended June 30,
1998, for those funds and eight sanitation districts for which the Board of
Supervisors has oversight responsibility was as follows (In Thousands):

Operating Revenue $ 4,261 $4,430 $8,909 $15,263  $19,534 $52,397
Depreciation 734 10 598 585 1,517 3,444
Operating Income (Loss) (544) (156} (711) (1,921) 2,013 (1,319}
Tax Revenue - - - - 30 30
Grant Revenue 650 - - 485 - 1,135
Other Nonoperating Revenue 360 36 188 204,083 2,613 207,280
Nonoperating Expenses 65 227 - 25,438 3,496 29,226
Nonoperating Income or (Loss) 945 (191) 188 179,130 853 179,219
Net Income (LosS) 334 (507) (523) 172,248 1,127 172,679
Capital Contributions - - (45) ’5,708) 605 (5,148}
Plant Property and Equipment:

Additions 358 54 - 807 1,244 2,463

Deletions 143 393 45 76,511 140 77,232
Net Working Capital 8,798 892 (83) - 41,511 51,118
Total Assets 28,824 1,229 6,441 - 93,319 129,813
Total Equity 28,331 796 2,279 - 88,224 119,630
Long-Term Liabilities 106 212 - - 450 768

L. CONTRIBUTED CAPITAL

During fiscal year 1997/98, contributed capital increased or clecreased by the
following amounts (In Thousands):

Enterprise Funds

Capital Grants $ (45) (139)

Developer's Contributions 605
Government's Contributions (5,569)

Jotal Additions (Reductions) - - {45) (5 708) 605
Accumulated Depreciation on

Grant Funded Fixed Assets {5,168)

Contributed Capital, July 1 15,922 695 7,575 5,708 21,241
Contributed Capital, June 30 $15,922 695 2,362 B 71,846
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Intermal Service Funds

Total Additions 7,616
Totd (Redudions) $(2,928) 9 (4,616) 574 65
Contributed Gapital, Juy 1 12469 1,171 887 - 4 1050 25,111
Cortributed Capital, June 30 $951 1171 896 - 4 1350 574 25,766

M. Equity Conveyed to Other Entities

In March 1998, two sanitation districts, 4-S Ranch and Rancho Cielo, were
dissolved. The remaining equity in these districts was conveyed to Olivenhain
Municipal Water District, which assumed responsibility for sewer services
previously provided by the dissotved districts.

4. OTHER NOTE DISCLOSURES

A. COMMITMENTS AND CONTINGENCIES
(1) Litigation

In addition to the accrued liability for litigation and Workers Compensation
claims described in Note 4C, the County has a potential liability of $10.6 to
$14.0 million that could result if unfavorable final decisions were rendered in
numerous lawsuits to which the County is a named defendant. Appropriations
are budgeted annually for those portions of obligations coming due that fiscal
year. Estimates of potential liabilities described above include estimates of
claims incurred but not reported at June 30, 1998.

(2) Unrecorded Leave Benefits

County employees have unrecorded accumulated benefits of approximately
$90.6 million in sick leave. These benefits are not payable to employees upon
termination and are normally liquidated in future years as employees elect to
use their benefits as prescribed by Civil Service rules and reguiations.
Accumulated vacation, sick leave, and compensatory time-off for which
employees are eligible for payment upon separation has been recorded as
current or long-term liabilities in the appropriate funds or General Long-Term
Debt Account Group as described in Note 1F.

(3) Tax and Revenue Anticipation Notes

At June 30, 1998, $225 million of Tax and Revenue Anticipation Notes

issued during fiscal year 1997/98 were still outstanding. Monies for complete
redemption of these notes were fully segregated with an independent

trustee at June 30, 1998, and subsequently used to redeem the notes on
September 30, 1998, On July 1, 1998, the County issued $175 million of Tax
and Revenue Anticipation notes to finance fiscal year 1998/99 General Fund
cash flow requirements. The issues will be redeemed on September 30, 1999,
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(4) Teeter Obligation Commercial Paper Notes

&)

From November 1995 through June 1998, the County issued $42.2 million
in taxable and $130.2 million in tax-exempt commercial paper notes (CP)

to provide ongoing financing for tax apportionments to taxing jurisdictions
within the County in the amount of delinquent secured property taxes due
these districts. The notes are secured by delinquent secured property tax
collections. No CP can be issued for a period longer than 270 days. At

June 30, 1998, the outstanding balances of CP were $19.7 and $47.0 million
for taxable and tax-exempt notes, respectively.

Third Party Debt
Mortgage Revenue Bonds

Multi-family Housing Revenue Bonds are issued to provide construction and
permanent financing to developers of multi-family residential rental projects
located in the County to be partially occupied by persons of low or moderate
income. Between December 1985 and December 1996, the County issued
$39.2 million of Mortgage Revenue Bonds of which $37.5 rnillion were still
outstanding as of June 30, 1998.

Certificates of Participation

Certificates of Participation were issued to refund the California Health
Facilities Financing Authority Insured Hospital Revenue Bonds Series 1989A
and Series 1991A and to finance a portion of a major capital facilities
improvement to Sharp memorial Hospital's Special Intensive Care Unit,
Cardiac Catheterization Laboratories and patient rooms. The County entered
into an installment purchase agreement with the San Diego Hospital
Association and Sharp Chula Vista Medical Center to issue $112 million of
Certificates of Participation on April 1998 of which $112 million were still
outstanding as of June 30, 1998.

Industrial Development Revenue Bonds

Industrial Development Revenue Bonds have been issued to provide financial
assistance for the acquisition, construction, and installatio of facilities for
industrial, commercial, or business purposes to mutually tenefit the citizens
of the County. The County issued $3.5 million of Industrial Development
Revenue Bonds in October 1987 of which $2.4 million wer2 still outstanding
as of June 30, 1998.

Mortgage Revenue Bonds, Certificates of Participation and Industrial
Development Revenue Bonds as described above, together with interest
thereon, are limited obligations of the County payable solety from bond
proceeds, revenues and other amounts derived solely from home mortgage
and health institutions, developer loans secured by first deeds of trust,
irrevocable letters of credit, and irrevocable surety bonds. In the opinion

of County officials, these bonds are not payable from any revenues or assets
of the County, and neither the full faith and credit nor the taxing authority
of the County, the State or any political subdivision thereof is obligated to
the payment of the principal or interest on the bonds. Accordingly, no liability
for these bonds have been recorded in the General Long-Term Debt Account
Group.
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{6) Federal Programs

The County participates in a number of federal financial assistance programs.
Although these programs have been audited through June 30, 1997, in
accordance with the provisions of the Single Audit Act of 1996, the resolution of
previously identified questioned costs has not occurred. The amount, if any, of
expenditures which may be disallowed by the granting agencies cannot be
determined at this time, although the County expects such amounts, if any, to
be immaterial.

(7) SDCERA

SDCERA is party to managed future contracts, financial instruments with off-
balance sheet risk, to generate earnings and to hedge the investments in fixed
income securities and common stocks, thereby reducing its own exposure to
fluctuations in market conditions. These contracts include, but are not limited
to contracts for delayed delivery of securities, commodities or currencies in
which the seller agrees to make delivery at a specified future date of a
specified instrument at a specified price or yield. Risks arise from the possible
inability of counterparties to meet the terms of their contract. The risk of ac-
counting loss from this off-balance sheet financial instrument includes the
credit risks and the possibility that future changes in market prices may make
such a financial instrument less valuable (market risk).

Not reflected in the pension trust fund financial statements are commitments
to acquire real estate totaling $53.8 million.

SALE OF SOLID WASTE SYSTEM

In 1991, the County entered into a series of contracts for the construction and
operation of a large scale waste processing facility in the City of San Marcos (the
“North County Recycling Center”). The majority of the costs of the North County
Recycling Center were financed in 1991 by the issuance of $134.1 million Solid
Waste Revenue Bonds (the *NCRC Bonds”) by the California Pollution Control
Financing Authority. In connection with the development of the North County
Recycling Center and the issuance of the NCRC Bonds, the County entered into a
service agreement (the “Service Agreement”) with North County Resource Recovery
Associates ("NCRRA"), the owner/operator of the North County Recycling Center,
which required the County to deliver {or cause the delivery of) specified

amounts of solid waste to the North County Recycling Center, and to pay a

service fee whether or not such waste was delivered. In addition to the Service
Agreement, the County also entered into an agreement (the "Consent and
Agreement”) with the issuer of the letter of credit covering the payment of principal
and interest on the NCRC Bonds.
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Within eighteen months of opening the plant, three outstanding factors concerning
the Facility’s operation had the effect of placing considerable financial stress on the
Solid Waste System. These factors included the service fee payment obligaticon
under the Service Agreement, the minimum solid waste deliviary commitment
under the Agreement, and the declining waste delivery tonnage to the Solid Waste
Systemn. Since the bonds were issued, the total amount of solid waste generated
declined significantly below initial projections and several cities in the County have
committed to disposal outside the System. Additionally, litigation involving
compliance with the conditional use permit for the San Marcos landfill was
adjudicated with the result that the San Marcos facility became non-operational.
Litigation pending against the County sought a permanent closure of the facility.
In July 1996, the County undertook various actions to terminate the Service
Agreement with NCRRA,

in December 1996, the Board of Supervisors authorized the divestiture of the Solid
Waste System and in June 1997 a payment of $120.3 million was made to allow
NCRAA to defease the aforementioned Solid Waste Revenue EBonds. In August
1997, as a result of competitive bidding, the County entered into a contract of sale
with Allied Waste Industries, Inc. The sale included the transfer of title to all active
landfills, title to the NCRC, and the transfer of all landfill closure and post closure
liabilities. Cash proceeds of $179.1 million were received consisting of $163.2
million from the purchaser and $15.9 miflion in held in trust as a post closure
liability reserve. This sale, including the gain on the sale of fixed assets, has been
recorded in the Sclid Waste Enterprise Fund. Of the sale proceeds received, the
Board of Supervisors established an ordinance to transfer $103 million to a
separate fund to be used solely to satisfy post closure liabilities on inactive landfills
over the next 30 year period. Additionally, $56 million was transferred to the
General Fund to increase cash reserves in that fund. Subsequent to these
transactions, the Solid Waste Enterprise Fund was dissolved.

RISK MANAGEMENT

The County operates a Risk Management Program, whereby it is self-insured for
premises liability at medical facilities, medical malpractice, errors and omissions,
false arrest, forgery, general liability, and workers' compensation. The County
purchases insurance for property damage, certain casualty claims, and loss of
money up to $10,000 per selected site locations. The amount and coverage
remains the same as in the prior year. Settlements in the areas covered have not
exceeded insurance coverage for each of the past three fiscal years. During fiscal
year 1994/95, the County established an Internal Service Fund (ISF) to report all
of its uninsured risk management activities. Risk management liabilities are
reported when it is probable that a loss has occurred and the amount of that loss
can be reasonably estimated. An actuarial evaluation was used to determine the
outstanding liabilities at June 30, 1997. The actuarial estimate was based
partially on the experience of similar governmental entities and included the
effects of specific incremental claim adjustment expenses, salvage and
subrogation if such factors could be estimated. This estimat2 may

be maodified in future years to reflect the historical accumulation of the County’s
actual claims experience. At June 30, 1998, the amount of these liabilities
including an estimate for claims incurred but not reported, was estimated at $84.2
million, including $28.4 million in public liability and $55.8 miillion in workers'
compensation. The County began allocating the cost of providing

claims service to all its operating funds as a "premium" charge expressed as
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a percentage of payroll beginning fiscal year 1996/97. Changes in the balances
of claim liabilities for fiscal year 1996/97 and 1997/98 were as follows
(In Thousands):

Current-Year

Beginning-of- Claims and Balance at
Fiscal-Year Changes in Claim Fiscal
Liability Estimates Payments Year-End
1996/97 $93,527 $ 229 $(17,346) $76,410
1997/98 76,410 21,809 (13,962) 84,257

JOINT VENTURE

The County is a participant with 16 incorporated cities in a joint venture to operate
an emergency services organization for the purpose of providing regional planning
and mutual assistance in the event of an emergency or disaster in the region
including accidents involving hazardous waste. The organization is governed by
the Unified Disaster Council composed of one voting member from each repre-
sented jurisdiction. A contractual agreement requires that the cities provide one
half of the total required funding each year. The County, by agreement, also
provides one half of the required yearly funding. Any participant may terminate
participation in the agreement by giving 120 days notice prior to the beginning of
the next fiscal year. Total participant contributions for the 1997/98 fiscal year
were $373,906. The organization had a cumulative surplus of $453,098 at June
30, 1998. Separate financial statements for the joint venture may be obtained
from the County Chief Financial Officer/Auditor and Controller.

JOINTLY GOVERNED ORGANIZATIONS

The County Board of Supervisors jointly governs two service authorities, the
Service Authority for Abandoned Vehicles and the Service Authority for Freeway
Emergencies. These Authorities are governed by two seven-member boards,
consisting of representatives from the city councils of the incorporated cities within
the County and two members of the County Board of Supervisors. The purpose of
the authorities is to provide for the removal of abandoned vehicles on streets and
highways and to provide for freeway emergency call boxes on major freeways
within the County, respectively. Funding for the authorities is derived from vehicle
license fee surcharges, which are collected by the State and deposited into the
County Treasury. The County provides minimal administrative staff support for
these authorities.

The County Board of Supervisors and the San Diego City Council jointly govern the
San Diego Consortium & Private Industry Council (the "Consortium"). The
Consortium's Board of Directors consists of two members of the County Board of
Supervisors, two members from the San Diego City Council and one member of a
charitable organization. The purpose of the Consortium is to provide employment
training to area residents. Funding for such training is provided by State and
Federal grants.

B-41



FINANCIAL REPORT OF SAN DIEGO COUNTY

The County also jointly governs the San Dieguito River Valley Authority, the Serra
Cooperative Library System, Southern California Regional Training and
Development Center, and the Van Horn Regional Treatment Facility. The
governing boards of these entities consists of representatives from the County
and/or other regional governments and other counties. The County does not
appoint a voting majority to the above boards. Services provided by these
entities include park land acquisition, cocrdination of library services, regional
governmental training, and treatment of emotionally disturbed youth.

SAN DIEGO COUNTY EMPLOYEES' RETIREMENT SYSTEM

(1) Plan Description

(2)

(3)

(4)

The SDCERA administers a single-employer defined benefit pension plan
which provides retirement, disability, and death benefits for plan members
and beneficiaries pursuant to the County Retirement Law of 1937 enacted and
amended by the State legislature. The plan is integrated with the Federal
Social Security Systemn. Cost-of-living adjustments are provided to members
and beneficiaries at the discretion of the SDCERA Beard of Retirement.
SDCERA issues a publicly available financial report that includes financial
statements and required supplementary information for the pension plan.
The financial report may be obtained by writing to the San Diego County
Employees Retirement Association, 1495 Pacific Highway, Suite 400, San
Diego, California 92101 or by calling (619) 515-6800.

Basis of Accounting and Fair Value of Investments (See Notes 1D and 1F,
respectively).

Funding Policy

State statutes require member contributions to be actuarially determined to
provide a specific statutory level of benefit. Member contribution rates, as a
percentage of salary, vary according to age at entry, benefit tier level, and
certain negotiated contracts which provide for the County to pay a portion of
the employees' contribution. Member contribution rates (weighted average)
expressed as a percentage of salary are 7.12% for generalt members and
10.24% for safety members. The County is also required by State statutes to
contribute at an actuarially determined rate; the 1997/38 rates, expressed as
a percentage of covered payroll, are 3.48% for general members and 7.84%
for safety members.

Annual Pension Cost

For Fiscal Year 1997/98, the annual pension cost of $24..3 million for the
SDCERA pension plan was equal to the County's required and actual contri-
butions. The required contribution was determined as part of the June 30,
1996, actuarial evaluation using the entry age actuarial cost method. The
actuarial assumptions included {(a) 8% investment rate of return; (b)
projected salary increases of 5.0%. Both (a) and (b} included an inflation
component of 4.5%. The actuarial value of assets was determined using
techniques that smooth the effects of short term volatility in the market value
of investments over a five year period. Any unfunded actuarially accrued
liability would be funded as a level percentage of projected payroll over a
closed five year period.
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(5) Schedule of Funding Progress (In Millions):

6/30/95 $2,172.9 $2,1486 - $0 101.1% $550.7 0%

6/30/96 2,370.5 2,340.7 0 101.3% 561.7 0%
6/30/97 2,688.1 2,487.9 0 108.0% 581.4 0%

(6) Three-Year Trend Information (In Thousands):

6/30/96 $37,534 100% $0
6/30/97 23,269 100% 0
6/30/98 24,320 100% ' 0

(7) Postretirement Health Care Benefits:

Depending on the availability of fund earnings, SDCERA provides postretire-
ment health care benefits on a pay as you go basis for retirees who have had
at least ten years employment with the County. SDCERA contributes health
insurance premiums for five sponsored health maintenance organizations of
$160 per month for each retiree under the age of 65 with 20 or more years of
service and $83 per month for each retiree over the age of 65 with 10 or more
years of service plus a cost of living adjustment based on years since retire-
ment. Premium amounts in excess of these amounts are paid by the retiree.
SDCERA also reimburses a fixed amount of $31 per month for a Medicare
supplement for each retiree over age 65. State statutes governing County
retirement systems provide authority for SDCERA, with the consent of the
SDCERA Board of Directors, to make such payments from interest earnings in
excess of interest required to be credited to specific statutory reserves,
SDCERA is not obligated to provide such benefits in future years and retired
employees have no vested rights to receive such benefits, Accordingly, these
postretirement health care benefits are not defined benefits as are pension
plan benefits. :

Approximately 7,600 retirees or surviving spouses are eligible to receive these
benefits. SDCERA recognizes the cost of providing those benefits by
expending annual insurance premiums, which approximated $7 million for
fiscal year 1997/98. A reserve established by the SDCERA Board of Directors
for the payment of postretirement health care benefits was approximately
$133 million at June 30, 1998, a $105 million increase from the previous
fiscal year,
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(8) Equity and Bond Swaps and Futures Contracts:

SDCERA utilizes various financial instruments such as equity and bond
interest rate swap agreements and stock and bond futures contracts in order
to synthetically create exposure to the equity and bond rnarkets. These
financial instruments are intended to be equivalent to the asset they are
designed to emulate and SDCERA management believes such investments
offer significant advantages over the direct investment in securities including
lower transaction fees and custody costs. The SDCERA governing board of
directors has adopted a policy whereby specified amounts of cash and certain
securities equal the exposures resuiting from these agreesments.

The use of swap agreements does expose the pension trust fund to the risk of
dealing with financial counterparties and their ability to meet the terms of the
contracts. Forward contracts for the purchase of certain commodities are
reported at fair value in the financial statements. Obligations to purchase the
commodities are not recognized until the commodities are delivered.

DEFERRED COMPENSATION PLAN

The County offers its employees a deferred compensation plen created in accordance
with Internal Revenue Code Section 457. The plan, available to all County
employees, permits them to defer a portion of their salary until future years. The
deferred compensation is not available to employees until termination, retirement,
death, or unforeseeable emergency. Participants' rights under the plan are equal to

the fair value of the deferred account for each participant.

The assets and liabilities of the deferred compensation plan are accounted for in an
agency fund of the County. Total assets of the plan at June 30, 1998, are valued at
$275.4 million and are reported at fair value.

It is the opinion of the County legal counsel that the County has no liability for losses
under the plan, but does have the duty of due care that would be required of an
ordinary prudent investor.

Pursuant to governmental regulations affecting deferred compensation plans, the
County intends to amend this plan in fiscal year 1998/99. See discussion of
Governmental Standards Statement No. 32 in note 4H.

NEW GOVERNMENTAL ACCOUNTING STANDARDS

The Governmental Accounting Standards Board has issued Statement No. 31,
»Accounting and Financial Reporting for Certain Investment;s and for External
Investment Pools,” which establishes accounting and reporting standards for certain
investments held by internal investment pools and all investments held by externail
investment pools. The County has adopted the new standards for the
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current year and established an “Investment Trust Fund.” The adoption of this
standard has resulted in a restatement of prior years’ financial statement amounts
to provide comparability. The effects of these restatements by fund type as of June
30, 1997 and 1996, are as follows (In Thousands):

;_3_3; Assets Liabilities Fund Eguity
General - $120 $ $ 120
Special Revenue (953) (953)
Debt Service (509) (509)
Capital Projects (3,382) (3,382)
Enterprise 672 672
Internal Service {1,485) (1,485)
Trust and Agency (72,497) {1,129,792) 1,057,295

1996

Fund Assets Liabilities Fund Equity
General $(1,345) $ $(1,345)
Special Revenue (1,518) (1,518)
Debt Service (2,224) (2,224)
Capital Projects (4,885) (4,885)
Enterprise (1,354) (1,354)
Internal Service (1,553) (1,553)
Trust and Agency (108,425) (1,210,956) 1,102,531

The Governmental Accounting Standards Board October 1997 issued Statement
No. 32, "Accounting and Financial Reporting for Internal Revenue Code Section 457
Deferred Compensation Plans”, which establishes accounting and reporting
standards for deferred compensation plans established in accordance with section
457 of the Internal Revenue Code. The County has not adopted the new standard
for the current year but must adopt the standard for the fiscal year beginning

July 1, 1999. The County has not determined the effect on the financial statement
in the year of adoption.
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TRANSFER OF TRIAL COURT FINANCING TO THE STATE OF CALIFORNIA

On September 13, 1997, the State of California passed the Trial Court Funding Act
of 1997 with an effective date of January 1, 1998. The act p-ovides for the transfer
of budgetary responsibilities for trial court operations from the County to the State.
The State, through a state appointed judicial council, will now be responsible for
approving budgets for all trial courts in California. This act provides for trial courts
to operate independently of the County Board of Supervisors and to contract with
the County or other providers for services. Accordingly, trial courts are no longer
considered under the jurisdictional authority of the County Board of Supervisors and
are now accounted for as a separate agency. This change is reflected primarily as a
reduction of salaries, services and supplies in the courts as shown in the "GENERAL

FUND SCHEDULE OF REVENUES AND EXPENDITURES - (BUCGET AND ACTUAL)
NONGAAP BUDGETARY BASIS".
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APPENDIX C
SUMMARY OF PRINCIPAL LEGAL DOCUMENTS

The following summary discussion of selected features of the Trust Agreement,
the Lease, the Sublease and the Assignment Agreement are made subject to all of the provisions
of such documents. This summary discussion does not purport to be a complete statement of
said provisions and prospective purchasers of Cerfificates are referred to the complete texts of
said documents, copies of which are available upon request sent to the Trustee.

DEFINITIONS
Addition 1

The term “Additional Certificates” means the certificates of participation
authorized by a Supplemental Trust Agreement that are executed and delivered by the Trustee
under and pursuant to the Trust Agreement.

Additional Rental

The term “Additional Rental” means the additional rental payments payable by
the County under and pursuant to the Sublease.

Administrative Expense Fund

The term “Administrative Expense Fund” means the fund by that name
established in accordance with the Trust Agreement. ' ‘

Assignment Agreement

The term “Assignment Agreement” means that certain Assignment Agreement,
dated as of January 1, 1999, by and between the Corporation and the Trustee, as it may from
time to time be amended.

Auditor and Controller

The term “Auditor and Controller” means the person holding the office of Chief
Financial Officer/Auditor and Controller of the County, including any Acting or Interim Chief
Financial Officer/Auditor and Controller. -

Authorized Denominations

The term “Authorized Denominations” means $5,000 or any integral multiple
thereof. '



Base Rental Pa nt Fun

The term “Base Rental Payment Fund” means the fund by that name established
in accordance with the Trust Agreement.

ntal Pa I

The term “Base Rental Payments” means the aggregate base rental payments with
interest components and principal components payable by the County under and pursuant to the
Sublease in the amounts and at the times set forth therein.

Beneficial Owner

The term “Beneficial Owner” shall have the meaning set forth in the Continuing
Disclosure Agreement.

Business Day

The term “Business Day” means a day other than (i) Saturday or Sunday or (i1} a
day on which banking institutions in Los Angeles, California, New York, New York, or the city
or cities in which the principal corporate trust office of the Trustee are closed or (iii) a day on
which the New York Stock Exchange is closed. If the date for making any payment or the last
date for performance of any act or the exercising of any right, ac provided in the Trust
Agreement, shall not be a Business Day, such payment may be made or act performed or right
exercised on the next succeeding Business Day, with the same force and effect as if done on the
nominal date provided in the Trust Agreement, and, unless otherwise spzcifically provided in the
Trust Agreement, no interest shall accrue for the period from and after such nominal date.

ifi f jon

The term “Certificate of the Corporation” means an instrument in writing signed
by the President or the Treasurer of the Corporation.

Certificate of the County

The term “Certificate of the County” means an instrumient in writing signed by
the Auditor and Controller.

Certificate Reserve Fund
The term “Certificate Reserve Fund” means the fund by that name established in
accordance with the Trust Agreement.

ifi nd Regui

The term “Certificate Reserve Fund Requirément” means, as of any date of
calculation, an amount initially equal to $73,115,000 but in no event less than the lesser of
(i) maximum prospective annual Base Rental Payments with respect 12 QOutstanding Certificates



and Additional Certificates to be made by the County under the Sublease in any Lease Year or
(11) 10% of the proceeds of the Certificates and any Additional Certificates, in accordance with
the Tax Certificate.

ifi

The term “Certificates” means the County of San Diego Certificates of
Participation (1998 Downtown Courthouse Refunding) executed and delivered by the Trustee
pursuant to the Trust Agreement.

ertificates of Participation e Contr

The term “Certificates of Participation Purchase Contract” means that certain
Purchase Contract, dated December 17, 1998, by and between the Purchaser and the County
relating to the Certificates.

Closing Date
The term “Closing Date” means January 7, 1999,

Code

The term “Code” means the Internal Revenue Code of 1986, as amended.
ntinuing Disclosur reemen

The term *“Continuing Disclosure Agreement” means that certain Continuing
Disclosure Agreement between the County, the Dissemination Agent and the Trustee dated the
date of execution and delivery of the Certificates, as originally executed and as it may be
amended from time to time in accordance with the terms thereof.

orporati

The term “Corporation” means the San Diego County Capital Asset Leasing
Corporation, a nonprofit public benefit corporation duly organized and existing under and by
virtue of the laws of the State of California.

Cost of Issuance Fund

The term “Cost of Issuance Fund” means the fund by that name established in
accordance with the Trust Agreement,

fI nc

The term “Costs of Issuance” means all the costs of executing and delivering the
Certificates, including, but not limited to, all printing and document preparation expenses in
connection with the Trust Agreement, the Lease, the Sublease, the Assignment Agreement, the
Escrow Agreement, the Certificates and the preliminary official statement and final official
statement pertaining to the Certificates; rating agency fees; CUSIP Service Bureau charges;
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market study fees; legal fees and expenses of counsel with respect to the lease of the Property
and the refunding of the Prior Obligations; any computer and other expenses incurred in
connection with the Certificates; the fees and expenses of the Trustee and the Escrow Agent
including fees and expenses of their respective counsel; and other fees and expenses incurred in
connection with the execution of the Certificates or the implementation of the refunding of the
Prior Obligations, to the extent such fees and expenses are approved by the County.

County

The term “County” means the County of San Diego, a pclitical subdivision duly
organized and existing under the Constitution and laws of the State of California.

Def Securiti
The term “Defeasance Securities” means any of the following:

1. Treasury Certificates, Notes and Bonds (including State and Local
Government Series -- “SLGS™);

2. Direct obligations of the Treasury which have been stripped by the
Treasury itself, CATS, TIGRS and similar securities;

3. The interest component of Resolution Funding Corp. strips which have
been stripped by request to the Federal Reserve Bank of New York, in
book entry form;

4. Pre-refunded municipal bonds rated “Aaa” by Moody’s and “AAA” by
S&P;

5. Obligations issued or fully guaranteed by the following agencies which are
backed by the full faith and credit of the United States:

a. U.S. Export-Import Bank
Direct obligations or fully guaranteed certificates of beneficial
ownership

b. Farmers Home Administration

Certificates of beneficial ownership
c. Federal Financing Bank

d. General Services Administration
Participation certificates
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e. U.S. Maritime Administration

Guaranteed Title XI financing

£. U.S. Department of Housing and Urban Development (HUD)
Project Notes

New Communities Debentures - U.S. government guaranteed
debentures

U.S. Public Housing Notes and Bonds - U.S. government
guaranteed public housing notes and bonds

DIC

The term “DTC” means The Depository Trust Company, New York, New York, a
limited-purpose trust company organized under the laws of the State of New York, and its
successors as securities depository for the Certificates including any such successor appointed
pursuant to the Trust Agreement.

Eamings Fund
| The term “Eamings Fund” means the fund by that name established in accordance
with the Trust Agreement.

Escrow Agent

The term “Escrow Agent” means State Street Bank and Trust Company of
California, N.A..

Escrow Agreement

The term “Escrow Agreement’” means that certain Escrow Agreement, dated as of
January 1, 1999, by and between the County and the Escrow Agent, providing for the refunding
of the Prior Obligations.

Event of Default

The term “Event of Default” means any occurrence or event specified in and
defined by the Trust Agreement.

Financial New

The term “Financial Newspaper” means The Wall Street Journal or The Bond
Buyer or, if neither such newspaper is being regularly published, any other newspaper or journal
publishing financial news and selected by the County that is printed in the English language, is



customarily published on each Business Day and is circulated in Los Angeles, California and
New York, New York.

Fitch

The term “Fitch” means Fitch Investors Services, Inc., cr any successor credit
rating agency selected by the County.

Insurance Proceeds a ondemnation Awards F

The term “Insurance Proceeds and Condemnation Awards Fund” means the fund
by that name established in accordance with the Trust Agreement.

Insurer

The term “Insurer” means Ambac Assurance Corporation.

Interest Fund

The term “Interest Fund” means the fund by that name established in accordance
with the Trust Agreement.

Interest Payment Date

The term “Interest Payment Date” means May 1, 1999, and each November 1 and
May 1 thereafter.

Interest Period

The term “Interest Period” means each period from and including one Interest
Payment Date to but excluding the next following Interest Payment Date. except that the initial
Interest Period will be the period from and including January 1, 1999, to but excluding May 1,
1999.

Lease

The term “Lease™ means that certain Lease, dated as of January 1, 1999, with
respect to the Property, by and between the County, as lessor, and the Corporation, as lessee, as
originally executed and as it may be amended from time to time.

Lease Year

The term “Lease Year” means the period from each May | to and including the
foliowing April 30 during the term of the Sublease.



Mandat inking A tP n

The term “Mandatory Sinking Account Payment™ means the principal amount of
any Additional Certificates required to be paid on each Mandatory Sinking Account Payment
Date pursuant to the terms of a Supplemental Trust Agreement.

Mandat inking A P nt D

The term “Mandatory Sinking Account Payment Date,” if applicable, means
October 1 of each year set forth in a Supplemental Trust Apgreement. '

Moody’s

The term “Moody’s” means Moody’s Investors Service, Inc., or any successor
credit rating agency selected by the County, ‘

Municipal Bond Insurance Policy

The term “Municipal Bond Insurance Policy” means the municipal bond
insurance policy issued by the Insurer insuring the payment when due, in whole or in part, of the
principal and interest with respect to the Certificates as provided therein.

inion of 1

The term “Opinion of Counsel” means a written opinion of counsel of recognized
national standing in the field of law relating to municipal bonds, appointed and paid by the
County.

Qutstanding

The term “Outstanding” when used as of any particular time with reference to
Certificates and Additio_nal Certificates, means all Certificates and Additional Certificates
except--

(1) Certificates and Additional Certificates previously canceled by the Trustee
or delivered to the Trustee for cancellation;

(2) Certificates and Additional Certificates which pursuant to the Trust
Agreement are not deemed outstanding;

3) Certificates and Additional Certificates paid or deemed to have been paid
within the meaning of the Trust Agreement; and’

(4) Certificates and Additional Certificates in lieu of or in substitution for
which other Certificates or Additional Certificates shall have been
executed and delivered by the Trustee pursuant the Trust Agreement.
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S wner

The term “Owner” means any person who shall be the registered owner of any
Qutstanding Certificate or Additional Certificate as indicated in the registration books of the

Trustee.

Permitted Investments

The term “Permitted Investments” means any of the following to the extent then
permitted by applicable laws and any investment policies of the County:

(1

2

&)

4

&)

(6)

)

Any bonds or other obligations which, as to principal and interest,
constitute direct obligations of, or are unconditionally guaranteed by, the
United States of America, including obligations of uny federal agencies, to
the extent such obligations are unconditionally guaranteed by the United
States of America;

Obligations issued by banks for cooperatives, federal land banks, federal
intermediate credit banks, federal home loan banks or the Federal Home
Loan Bank Board, or obligations, participations or other instruments of or
issued by, or fully guaranteed as to principal and interest by, the Federal
National Mortgage Association, the Government National Mortgage
Association or the Federal Home Loan Mor:gage Corporation; or
guaranteed Small Business Administration notes or portions thereof;

Obligations of the State of California or of any stat= or any local agency of
cither thereof which are rated in one of the two highest long-term rating
categories of Moody’s and S&P;

Bills of exchange or time drafts drawn on and accepted by a commercial
bank, otherwise known as bankers acceptances, with a maximum term of
one year, which are eligible for purchase by the Federal Reserve System,
or deposit accounts of any bank which has unsecured, uninsured and
unguaranteed obligation ratings of “Prime-1” or “A3” or better by
Moody’s and “A-1+" by S&P;

Commercial paper of “prime” quality of the highest ranking or of the
highest letter and numerical rating at the time of investment therein as
provided by Moody’s and S&P;

Negotiable certificates of deposit issued by a natinnally or state-chartered
bank, or a state or federal savings and loan association or by a state-
licensed branch of a foreign bank qualified as a depository of public funds
in the State of California, including the Trustee or any affiliate thereof,
which are fully insured by the Federal Deposit Insurance Corporation;

Any repurchase agreement or reverse repurchase ¢ greement with members
of the Association of Primary Dealers of United States Government
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®

)

(10)

(11)

(12)
(13)

Securities or institutions insured by the Federal Deposit Insurance
Corporation, which are rated at the time of investment therein not lower
than A by Moody’s and A by S&P, to the extent such agreements are fully
collateralized at levels acceptable to the County by obligations described
in clauses (1) and (2) of this definition, if the Trustee holds or appoints
some intermediary bank or savings association to hold the collateral
securing such agreement and the Trustee or its appointed agent has a first
priority security interest in such collateral, and the repurchase agreement
or reverse repurchase agreement is free and clear of any third party lien or
claim;

For amounts less than $10,000, interest-bearing demand or time deposits
(including certificates of deposit) in a national or state-chartered bank, or
state or federal savings and loan association in the State of California,
fully insured by the Federal Deposit Insurance Corporation or any
successor thereto, including the Trustee or any affiliate thereof;

Bonds or obligations issued by the County which are rated in one of the
two highest long-term rating categories of Moody’s and S&P, including
bonds or obligations payable solely out of the revenues from a revenue-
producing property owned, controlled or operated by the County or by a
department, board, agency or authority thereof;

Shares in money market funds investing in the securities and obligations
as authorized by clauses (1) to (9), inclusive, of this definition and which
comply with the investment restrictions of Articles 1 and 2 of Chapter 4 of
Title 5 of the California Government Code (commencing with Section
53630). To be eligible for investment pursuant to this clause (10) these
companies shall either: (1) attain the highest ranking or the highest letter
and numerical rating provided by S&P, or (2) have an investment adviser
registered with the Securities and Exchange Commission with not less
than five years experience investing in the securities and obligations as
authorized by clauses (1) to (9), inclusive, of this definition and with
assets under management in excess of $500,000,000. The purchase price
of shares of beneficial interest purchased pursuant to this clause (10} shall
not include any commission that these companies may charge;

Investment agreements (including guaranteed investment contracts), debt
service fund float agreements and debt service reserve fund put
agreements reviewed by and acceptable to Moody’s and S&P;

The San Diego County Pooled Investment Fund; and.

Any other investments which the County deems to be prudent investments
and in which the County invests or directs the Trustee to invest, provided
that such investments are approved by Moody’s and S&P.



Any references to long-term rating categories in this definition shall not take into
account any plus or minus sign or numerical modifiers.

Pr nt Fun

The term “Prepayment Fund” means the fund by that name established in
accordance with the Trust Agreement.

Principal rate Trust QOffice

The term “Principal Corporate Trust Office” means the corporate trust office of
the Trustee at the address set forth in the Trust Agreement, except for purposes of payment,
registration, transfer, exchange and surrender of Certificates, means the corporate trust office of
the corporate parent of the Trustee in Los Angeles, California or such other office specified by
the Trustee.

Principal Fun

The term “Principal Fund” means the fund by that name established in accordance
with the Trust Agreement.

Principal Payment

The term “Principal Payment” means the principal amount of Certificates required
to be paid on each Pnincipal Payment Date.

Principal Payment Date

The term “Principal Payment Date” means May 1 of each year, commencing May
1, 1999.

Property

The term “Property” means the real property and all the improvements located or
to be located thercon described in the Lease and in the Sublease and all the improvements
located or to be located thereon (as the same may be changed from time to time by Removal or
Substitution, as defined in the Sublease).

Purchaser

The term “Purchaser” means, collectively, Merrill Lynch & Co., Goldman Sachs
& Co., Morgan Stanley & Co. Inc. and Ramirez & Co., Inc., as underwriters and purchasers of
the Certificates pursuant to the Certificates of Participation Purchase Cont-act.

Rebate Requirement

The term “Rebate Requirement” means the Rebate Requirement as defined in the
Tax Certificate.



Record Date

The term “Record Date” means the close of business on the fifteenth day of the
month preceding any Interest Payment Date, whether or not such day is a Business Day.

Rental Payments

The term “Rental Payments™ means, collectively, the Base Rental Payments and
the Additional Rental.

Representation Letter

The term “Representation Letter” means the Letter of Representations from the
County and the Trustee to DTC, or any successor securities depository for the Certificates, in
which the County and the Trustee make certain representations with respect to the Certificates,
the payment with respect thereto and delivery of notices with respect thereto.

Reserve Fund Credit Facility

The term “Reserve Fund Credit Facility” shall mean a letter of credit, line of
credit, surety bond, insurance policy or similar facility deposited in the Certificate Reserve Fund
in lieu of or in partial substitution for cash or securities on deposit therein.

S&P

The term “S&P” means Standard & Poor’s Ratings Services, or any successor
credit rating agency selected by the County.

Sublease

The term “Sublease” means that certain Sublease, dated as of January 1, 1999,
with respect to the Property, by and between the County, as sublessee, and the Corporation, as
sublessor, as originally executed and as it may be amended from time to time.

Supplemental Trust Agreement

The term “Supplemental Trust Agreement” means an agreement amending or
supplementing the terms of the Trust Agreement entered into pursuant to the terms thereof.

Tax Certificate

The term “Tax Certificate” means that tax certificate executed by the County at
the time of execution and delivery of the Certificates relating to the requirements of Section 148
of the Code, as such certificate may be amended or supplemented.

Term Certificates

The term “Term Certificates” means any Additional Certificates which are subject
to prepayment prior to their stated maturity dates from Mandatory Sinking Account Payments.

C-11



Trust Agreement

The term “Trust Agreement” means that certain Trust Agreement by and among
the Trustee, the County and the Corporation, dated as of January 1, 1999. as originally executed
and as it may from time to time be amended or supplemented in accordance therewith,

Trustee

The term “Trustee” means State Street Bank and Trust Company, N.A_, a national
banking association duly organized and existing under and by virtue of the laws of the United
States of America and having a principal corporate trust office located at Los Angeles,
Califorma, or any other bank or trust company which may at any time be substituted in its place
as provided in the Trust Agreement.

Written Request of the County

The term “Written Request of the County” means an instrument in writing signed
by the Auditor and Controller or other officers who are specifically authorized by resolution of
Board of Supervisors of the County to sign or execute such a document on its behalf, as reflected
in a Certificate of the County to such effect delivered to the Trustee.

TRUST AGREEMENT
General

The Trust Agreement sets forth the terms of the Certificates, the nature and extent of the security for
the Certificates, various rights of the Owners of the Certificates, rights, duties and immunities of the
Trustee and the rights and obligations of the County. Certain provisions of the Trust Agreement are
summarized below. Other provisions are summarized in this Official Statement under the caption
“THE CERTIFICATES.” This summary does not purport to be complete or definitive and is
qualified in its entirety by reference to the full terms of the Trust Agreement.

Security for Certificates

Equal Security. In consideration of the acceptance of the Certificates by the
Owners, the Trust Agreement shall be deemed to be and shall constitute a contract between the
Trustec and the Owners to secure the full and final payment of the interest and principal, and
premium, if any, represented by the Certificates which may be executed and delivered
thereunder, subject to each of the agreements, conditions, covenants and terms contained therein;
and all agreements, conditions, covenants and terms contained therein required to be observed or
performed by or on behalf of the Trustee shall be for the equal and proportionate benefit,
protection and security of all Owners without distinction, preference or priority as to security or
otherwise of any Certificates over any other Certificates by reason of the number or date thereof
or the time of execution or delivery thereof or for any cause whatsoever, except as expressly
provided theretn.

Ple of Base Rental Payments and Additional Rental; Base Rental Payment
Fund. There is established a special fund designated as the “Base Rental Payment Fund” which
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shall be held by the Trustee and which shall be kept separate and apart from all other funds and
moneys held by the Trustee. The County irrevocably pledges and transfers to the Trustee, for the
benefit of the Owners, all of its right, title and interest in and to all amounts on deposit from time
to time in the funds and accounts established under the Trust Agreement and in and to the Base
Rental Payments, which shall be used for the punctual payment of the interest and principal
represented by the Certificates and any Additional Certificates and the Base Rental Payments
shall not be used for any other purpose while any of the Certificates or Additional Certificates
remain Qutstanding. It is the intent of the parties the Trust Agreement that the Corporation shall
not have any right, title, in or to the Base Rental Payments. In the event, however, that it should
be determined that the Corporation has any right, title or interest in or to the Base Rental
Payments, then the Corporation irrevocably pledges and transfers to the Trustee, for the benetit
of the Owners, all of such right, title and interest, which shall be used for the punctual payment
of the interest and principal represented by the Certificates and any Additional Certificates.
These pledges shall constitute a first and exclusive lien on the funds established the Trust
Agreement and the Base Rental Payments in accordance with the terms the Trust Agreement
subject in all events to the power of the County to cause the execution and delivery of Additional
Certificates pursuant to the Trust Agreement which shall be on a parity with the Certificates and
any Additional Certificates Outstanding.

All Base Rental Payments shall be paid directly by the County to the Trustee, and
if received by the Corporation at any time shall be deposited by the Corporation, as the case may
be, with the Trustee within one Business Day after the receipt thereof. All Base Rental
Payments, the proceeds of rental interruption insurance and liquidated damages, if any, shall be
deposited by the Trustee in the Base Rental Payment Fund and all amounts on deposit therein
shall be held in trust by the Trustee, which fund the Trustee has agreed to establish and maintatn
for the benefit of the Owners until all required Base Rental Payments are paid in full pursuant to
the Sublease or until such date as the Certificates and any Additional Certificates are no longer
Outstanding; provided, however, and notwithstanding the foregoing, if the Trustee receives a
Base Rental Payment amount in excess of the amount necessary to pay the amount due and
owing on the next Interest Payment Date, Principal Payment Date or Mandatory Sinking
Account Payment Date, as the case may be, after giving effect to the funds then on deposit in the
Base Rental Payment Fund not needed for any other purpose under the Trust Agreement, and if
the amount then in the Certificate Reserve Fund is at least equal to the Certificate Reserve Fund
Requirement and there exists no Event of Default under the Trust Agreement, then amounts in
the Base Rental Payment Fund not needed to make such payments may be utilized by the
Trustee, as directed in writing by the County, to make any regular periodic payment due to
provider of a Reserve Fund Credit Facility or a Certificate Reserve Fund investment which
provides for such payments.

Deposit of Base Rental Payments. Except as otherwise provided in the Trust
Agreement, the Trustee shall deposit the amounts in the Base Rental Payment Fund at the time

and in the priority and manner provided in the Trust Agreement in the following respective
funds, each of which the Trustee has agreed under the Trust Agreement to establish and maintain
until all required Base Rental Payments are paid in full pursuant to the Sublease or until such
date as the Certificates and any Additional Certificates are no longer Outstanding, and the
moneys in each of such funds shall be disbursed only for the purposes and uses authorized in the
Trust Agreement.
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{(a) Interest Fund. The Trustee, on each Interest Payment Date, shall deposit
in the Interest Fund a sufficient amount of money such that the aggregate of amounts therein
equal the portion of the Base Rental Payments designated as the interest component coming due
on such Interest Payment Date. Monies in the Interest Fund shall be used and withdrawn by the
Trustee for the purpose of paying the interest represented by the Certificales and any Additional
Certificates when due and payable.

(b) Principal Fund. The Trustee, on each Principal Payment Date and
Mandatory Sinking Account Payment Date, shall deposit in the Principal Fund a sufficient
amount of money such that the aggregate of amounts therein equal the portion of the Base Rental
Payments designated as the principal component coming due on such Principal Payment Date or
Mandatory Sinking Account Payment Date. Monies in the Principal Fund shall be used and
withdrawn by the Trustee for the purpose of paying the principal represented by the Certificates
and any Additional Certificates when due and payable at maturity or upon earlier prepayment
from Mandatory Sinking Account Payments.

(© Prepavment Fund. The Trustee, on the prepayment date specified in the
Written Request of the County filed with the Trustee at the time that any prepaid Base Rental
Payment is paid to the Trustee pursuant to the Sublease, shall deposit in the Prepayment Fund
that amount of moneys representing the portion of the Base Rental Payments designated as
prepaid Base Rental Payments. Monies in the Prepayment Fund shall be used and withdrawn by
the Trustee for the purpose of paying the principal, premium, if any, and :nterest represented by
the Certificates and any Additional Certificates to be prepaid.

Certain Funds

Certificate Reserve Fund. There is established in trust a special fund designated
as the “Certificate Reserve Fund” which shall be held by the Trustee and which shall be kept
separate and apart from all other funds held by the Trustee. Moneys in the Certificate Reserve
Fund shall be in the amount of the Certificate Reserve Fund Requirement and shall be used and
withdrawn by the Trustee solely for the purposes set forth in the Trust Agreement.

(i) If, on any Interest Payment Date (or on any earlier date as specified in a
Reserve Fund Credit Facility or Certificate Reserve Fund investment), the amount on deposit in
the Interest Fund is insufficient to pay the interest due with respect to the Certificates and any
Additional Certificates on such Interest Payment Date, the Trustee shall transfer from the
Certificate Reserve Fund and deposit in the Interest Fund an amount sufficient to make up such
deficiency.

(i)  If, on any Principal Payment Date or any Mandatory Sinking Account
Payment Date (or on any earlier date as specified in a Reserve Fund Credit Facility or Certificate
Reserve Fund investment), the amount on deposit in the Principal Fund is insufticient to pay the
principal due with respect to the Certificates and any Additional Certificates on such Principal
Payment Date or Mandatory Sinking Account Payment Date, the Trustee shall transfer from the
Certificate Reserve Fund and deposit in the Principal Fund an amount sufficient to make up such
deficiency.



(i)  Monies on deposit in the Certificate Reserve Fund shall be withdrawn and
transferred by the Trustee to be applied for the final payment on the Certificates and any
Additional Certificates.

In the event of any withdrawal or transfer from the Certificate Reserve Fund, the
Trustee shall, within five days thereafter, provide written notice to the County of the amount and
the date of such transfer. If at any time the balance in the Certificate Reserve Fund shalt be
reduced below the Certificate Reserve Fund Requirement, the first of Base Rental Payments
thereafter payable by the County under the Sublease and not needed to pay the interest and
principal components of Base Rental Payments payable by the County under the Sublease to the
Owners on the next Interest Payment Date, Principal Payment Date or Mandatory Sinking
Account Payment Date shall be used to increase the balance in the Certificate Reserve Fund to
the Certificate Reserve Fund Requirement. If after the payment of principal and interest on any
Interest Payment Date the balance in the Certificate Reserve Fund shall be in excess of the
Certificate Reserve Fund Requirement, the Trustee shall transfer such excess first to the Excess
Eamings Account to the extent the amount on deposit therein is less than the Rebate
Requirement, then to the Administrative Expense Fund to the extent needed to pay reasonable
and necessary operating expenses of the County relating to the Certificates, upon Written
Request of the County, and thereafter to the Principal Fund. At the termination of the Sublease
in accordance with its terms, any balance remaining in the Certificate Reserve Fund shall be
released and may be transferred to such other fund or account of the County, or otherwise used
by the County for any other lawful purposes, as the County may direct. For purposes of
determining the amount on deposit in the Certificate Reserve Fund, all investments shall be
valued annually at the amortized cost thereof (exclusive of accrued but unpaid interest, but
inclusive of commissions). Investments in the Certificate Reserve Fund shall mature, or be
subject to tender, redemption or withdrawal at the option of the holder thereof, not later than five
years from the date of investment.

At the option of the County, one or more Reserve Fund Credit Facilities may be
substituted for the funds held by the Trustee in the Certificate Reserve Fund such that the amount
available to be drawn under such Reserve Fund Credit Facilities together with funds remaining in
the Certificate Reserve Fund satisfies the Certificate Reserve Fund Requirement.

If the County exercises its option to substitute a Reserve Fund Credit Facility for
all or a portion of the moneys held by the Trustee in the Certificate Reserve Fund, then such
moneys, on or after the date that the Reserve Fund Credit Facility becomes effective, at the
option of the County, shall be transferred (A) to the Base Rental Payment Fund and on each
applicable Principal Payment Date a pro rata portion thereof shall be transferred to the Principal
Fund and used to pay a portion of the principal with respect to the Certificates due on such
Principal Payment Date, or (B) to a construction fund to be held by the County and used for
capital projects of the County in accordance with the Tax Certificate. Neither the County nor the
Trustee may invest such amounts transferred so as to produce a yield greater than the yield
permitted under the Tax Certificate. In the event any Reserve Fund Credit Facility is scheduled
to terminate prior to the final maturity date of the Certificates and any Additional Certificates
and such Reserve Fund Credit Facility is not extended, renewed or replaced with another
Reserve Fund Credit Facility or with cash or Permitted Investments in the amount of such
Reserve Fund Credit Facility, the Trustee shall draw on or make a claim under such Reserve



Fund Credit Facility ten days prior to the date of such expiration in an ambunt equal to the lesser
of (i) the maximum amount available thereunder or (it) the Certificate Reserve Fund
Requirement, in either case for deposit into the Certificate Reserve Fund.

In the event a Reserve Fund Credit Facility is substituted fcr all or a portion of the
moneys held by the Trustee in the Certificate Reserve Fund pursuant to the terms of the Trust
Agreement, then, notwithstanding any other provision thereof, (1) the Trustee shaill draw upon
the Reserve Fund Credit Facility for amounts which the terms of the Trust Agreement require to
be transferred from the Certificate Reserve Fund; provided that the Trustee shall first draw upon
any cash or Permitted Investments on deposit in the Certificate Reserve Fund prior to drawing
upon any Reserve Fund Credit Facility, and thereafter shall draw upon all such Reserve Fund
Credit Facilities on a pro rata basis, and (2) amounts required by the terms of the Trust
Agreement to be deposited or transferred to the Certificate Reserve Fund shall (y) in the event
the Reserve Fund Credit Facility has been drawn upon, be paid to the provider of such Reserve
Fund Credit Facility if the County has an outstanding reimbursement obli:zation to such provider
resulting from such draw, which payment shall result in an increase in the amount then available
under the Reserve Fund Credit Facility equal to such payment or (z) otherwise be transferred or
deposited pursuant to the terms of the Trust Agreement as if no deposit or transfer to the
Certificate Reserve Fund were required.

The County shall be permitted to make use of a Reserve Fund Credit Facility
pursuant to the Trust Agreement at any time.

Cost of Issuance Fund. There is established in trust a special fund designated as
the “Cost of Issuance Fund” which shall be held by the County and which shall be kept separate
and apart from all other funds held by the County. The County shall dishurse moneys from the
Cost of Issuance Fund on such dates and in such amounts as are necessary to pay Costs of
Issuance in accordance with the Tax Certificate. On or after May 1, 1999, the County shall
transfer any amounts then remaining in the Cost of Issuance Fund first to the Excess Earnings
Account to the extent the amount on deposit therein is less than the Rebate Requirement, then to
the Certificate Reserve Fund to the extent the amount on deposit therein is less than the
Certificate Reserve Fund Requirement, then to the Administrative Expense Fund to the extent
needed to pay reasonable and necessary operating expenses of the County relating to the
Certificates, and thereafter to the Trustee for deposit in the Pnincipal Fund.

Acquisition and Construction Fund. The County shall establish, maintain and hold

in trust a special fund separate from any other fund or account established and maintained by it
designated as the “Acquisition and Construction Fund.” The County shall administer the
Acquisition and Construction Fund as provided in the Trust Agreement.

The County shall hold the moneys in the Acquisition and *Construction Fund and
shall disburse such moneys therefrom to pay the costs of the Project. If, after completion of the
Project, there shall remain any balance of money in the Acquisition and Construction Fund, all
money so remaining shall be transferred first to the Reserve Account to the extent necessary to
make the amount on deposit therein equal to the Reserve Requirement, and thereafter amounts
not required to be so deposited shall be remitted to the County and used for any lawful purpose
thereof.
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Administrative Expense Fund. There is established under the Trust Agreement a
special fund designated as the «Administrative Expense Fund” which shall be held by the County
and which shall be kept separate and apart from all other funds held by the County.

: Amounts in the Administrative Expense Fund shall be paid out from time to time
by the County for reasonable and necessary operating expenses of the County relating to the
Certificates including, without limitation, expenses incidentally incurred in connection with the
purchase or prepayment of any Certificates, which expenses shall not include the payment of
principal or interest with respect to any Certificates.

Amounts in the Administrative Expense Fund which the County at any time
determines (o be in excess of the requirements of such Administrative Expense Fund shall be
transferred to the Trustee for deposit in the Principal Fund.

Earnings Fund. The County shall establish, maintain and hold in trust a special
fund separate from any other fund or account established and maintained under the Trust
Agreement designated as the “Earnings Fund.” The County shall administer the Earnings Fund
as provided in the Trust Agreement.

"The County shall establish and maintain in the Earnings Fund a separate account
designated as the “Investment Earnings Account,” and a separate account designated as the
“Excess Earnings Account.” All moneys in the Investment Earnings Account and the Excess
Eamings Account shall be held by the County in trust and shall be kept separate and apart from
all other funds and money held by the County. Pursuant to the Trust Agreement, all investment
earnings on the funds and accounts (other than the Excess Earnings Account) established under
the Trust Agreement shall be deposited into the Investment Eamings Account. Amounts on
deposit in the Investment Earnings Account shall be transferred to the Excess Eamnings Account
in accordance with the provisions of the Tax Certificate.

Upon each transfer, any amount remaining in the Earnings Fund or any amount on
deposit in the Excess Eamings Account which exceeds the amount required to be maintained
therein pursuant to the provision of the Tax Certificate shall be transferred to the Base Rental
Payment Fund by the County. Except as set forth in the proceeding sentence, amounts on
deposit in the Excess Earnings Account shall only be applied to payments made to the United
States in accordance with written instructions of the County.

Application of Insurance Proceeds and Condemnation Awards. The Trustee shall
receive from the County all moneys which may become due and payable under any insurance
policies obtained pursuant to the Sublease and shall apply the proceeds of such insurance as
provided in the Sublease. The Trustee shall not be responsible for the sufficiency of any
insurance required by the Sublease and shall be fully protected in accepting payment on account
of such insurance or any adjustment, compromise or settlement of any loss agreed to by the
County or the Corporation. Delivery to the Trustee of the schedule of insurance policies under
the Sublease shall not confer responsibility upon the Trustee as to the sufficiency of coverage or
amounts of such policies. The Trustee may request, in writing, that the County deliver to the
Trustee certificates or duplicate originals or certified copies of each insurance policy described in
the schedule required to be delivered by the County to the Trustee pursuant to the Sublease.




Except as provided in the Trust Agreement, in the event of any damage to or
destruction of any part of the Property, caused by the perils covered by thz policies of insurance
required to be maintained by the County pursuant to the Sublease, the County and the
Corporation shall cause the proceeds of such insurance (other than rental interruption insurance
which is to be placed in the Base Rental Payment Fund) to be used in accordance with the
Sublease. The County shall hold said proceeds in a separate fund to be established and
maintained by the County and designated the “Insurance Proceeds and Condemnation Awards
Fund,” to the end that such proceeds shall be applied to the repair, reconstruction or replacement
of the Property to at least the same good order, repair and condition as it was in prior to the
damage or destruction, insofar as the same may be accomplished by the use of said procceds.
The County shall permit withdrawals of said proceeds from time to time upon making a written
record of such payment, stating that the County or the Corporation has expended moneys or
incurred liabilities in an amount equal to the amount therein requested to be paid over to it for the
purpose of repair, reconstruction or replacement, and specifying the items for which such
moneys were expended, or such liabilities were incurred, in reasonable detail. Any balance of
said proceeds not required for such repair, reconstruction or replacement as evidenced by a
Certificate of the County to the effect that such repair, reconstruction or replacement has been
completed and all amounts owing therefor have been paid or provision for the payment therefor
has been made shall be treated by the County as prepaid Base Rental Payments and transferred to
the Prepayment Fund and applied in the manner provided by the Trust Agreement.
Alternatively, the County, at its option, and if the proceeds of such insurance together with any
other moneys then available for the purpose are at least sufficient to prepay all Qutstanding
Certificates and Additional Certificates, may elect not to repair, reconstruct or replace the
damaged or destroyed portion of the Property and thereupon shall cause said proceeds to be
transferred to the Prepayment Fund and used for the prepayment of Outstanding Certificates and
Additional Certificates pursuant to the Trust Agreement. Notwithstanding any other provision in
the Trust Agreement, the County shall only prepay less than all of the Outstanding Certificates
and Additional Certificates if the annual fair rental value of the Property after such damage,
destruction or condemnation is at least equal to the aggregate annual amount of principal and
interest represented by the Outstanding Certificates and Additional Certificates not being
prepaid.

The proceeds of any award in eminent domain shall be transferred by the County
to the Trustee for depostt in the Prepayment Fund and applied to the prepavment of QOutstanding
Certificates and Additional Certificates pursuant to the Trust Agreement.

Title Insurance. Proceeds of any policy of title insurance rezeived by the County
in respect of the Property shall be applied and disbursed by the County as follows:

(a) If the County determines that the title defect giving rise to such proceeds
has not materially affected the operation of the Property and will not result in an abatement of
Rental Payments payable by the County under the Sublease, such proceeds shall be deposited
first in the Excess Eamings Account to the extent the amount on deposit therein is less than the
Rebate Requirement, then in the Certificate Reserve Fund to the extent that the amount therein is
less than the Certificate Reserve Fund Requirement, then in the Administra-ive Expense Fund to
the extent needed to pay reasonable and necessary operating expenses of the County with respect
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to the Certificates, and thereafter amounts not required to be so deposited shall be remitted to the
County and used for any lawful purpose thereof; or

(b) If any portion of the Property has been affected by such title defect, and 1f
the County determines that such title defect will result in an abatement of Rental Payments
payable by the County under the Sublease, then the County shall immediately transfer such
proceeds to the Trustee for deposit in the Prepayment Fund and such proceeds shall be applied to
the prepayment of Certificates and Additional Certificates in the manner provided the Trust
Agreement.

Investments. Any moneys held by the County in the funds and accounts
established the under Trust Agreement shall be invested only in Permitted Investments. Any
moneys held by the Trustee in the funds and accounts established under the Trust Agreement
shall be invested by the Trustee upon the written request of the County Treasurer only in
Permitted Investments. In the absence of such direction, moneys shall be invested by the Trustee
solely in Permitted Investments set forth in clause (10) of the definition thereof. The Trustee
shall not be liable or responsible for any loss suffered in connection with any such investment
made by it under the terms of and in accordance with the Trust Agreement. The Trustee may sell
or present for redemption any obligations so purchased whenever it shall be necessary in order to
provide moneys to meet any payment of the funds so invested, and the Trustee shall not be liable
or responsible for any losses resulting from any such investment sold or presented for
redemption. Any interest or profits on such investments shall be deposited in the Earnings Fund
and are to be transferred as provided in the Trust Agreement. For purposes of determining the
amount on deposit in any fund or account established under the Trust Agreement, all investments
shall be valued annually at the amortized cost thereof (exclusive of accrued but unpaid interest,
but inclusive of commissions). Investments in the Certificate Reserve Fund shall mature, or be
subject to tender, redemption or withdrawal at the option of the holder thercof, not later than five
years from the date of investment.

Additional Certificates

d Deliv f Addition ificates. In addition to the County’s
Certificates of Participation (1998 Downtown Courthouse Refunding), the County, the
Corporation and the Trustee may, by execution of a Supplemental Trust Agreement without the
consent of the Owners, provide for the execution and delivery of Additional Certificates
representing additional Base Rental Payments (which Additional Certificates shall not use the
numbers “1998” in the title thereof). The Trustee may execute and deliver to or upon the request
of the County such Additional Certificates, in such principal amount as shall reflect the
additional principal components and interest components of the Base Rental Payments, and the
proceeds of such Additional Certificates may be applied to any lawful purposes of the County or
the Corporation, but such Additional Certificates may only be executed and delivered upon
compliance by the County with the provisions of the Trust Agreement and subject to the
following specific conditions, which are made conditions precedent to the execution and delivery
of any such Additional Certificates:

(a) Neither of the County nor the Corporation shall be in default under the
Trust Agreement or any Supplemental Trust Agreement or under the Lease or the Sublease,
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(b) Said Supplemental Trust Agreement shall provide trat from such proceeds
or other sources an amount shall be deposited in the Certificate Reserve I'und so that following
such deposit there shall be on deposit in the Certificate Reserve Fund an amount at least equal to
the Certificate Reserve Fund Requirement;

{c) The Additional Certificates shall be payable as to principal only on a
Principal Payment Date of each year in which principal components are due and shall be payable
as to interest only on an Interest Payment Date of each year commencing with the first Interest
Payment Date occurring after their date of execution and delivery;

(d) The imterest with respect to the Additional Certificales shall be payable at
a fixed rate;

(e) The aggregate principal amount of Certificates executed and delivered and
at any time Outstanding under the Trust Agreement or under any Supplemental Trust Agreement
shall not exceed any limit imposed by law, by the Trust Agreement or by any Supplemental
Trust Agreement;

(H The Lease and the Sublease shall have been amended, to the extent
necessary, so as to increase the Base Rental Payments payable by the County thereunder by an
aggregate amount equal to the principal and interest represented by such Additional Certificates,
payable at such times and in such manner as may be necessary to provide for the payment of the
principal and interest represented by such Certificates; provided, however, that no such
amendment shall be made such that the sum of Base Rental Payments, including any such
amendment, plus Additional Rental in any year shall be in excess of the annual fair rental value
of the Property (without taking into account the use of the proceeds of any Additional
Certificates executed and delivered in connection therewith) and evidence of the satisfaction of
this condition shall be made by a Certificate of the County; and

(g) Said Supplemental Trust Agreement shall provid: Principal Payment
Dates and/or mandatory prepayments of Additional Certificates in amounts sufficient to provide
for payment of the Additional Certificates when principal and interest components of Base
Rental Payments are due.

Any Additional Certificates shall be on a parity with the Certificates and each
Owner thereof shall have the same rights upon an Event of Default as the Owner of any other
Certificates executed and delivered under the Trust Agreement, except as otherwise provided in
the Supplemental Trust Agreement under which Additional Certificates are executed and
delivered.

Proceedings for Authorization of Additional Certificates. Whenever the County

and the Corporation shall determine to authorize the execution and delivery of any Additional
Certificates pursuant to the Trust Agreement, the County, the Corporation and the Trustee shall
enter into a Supplemental Trust Agreement without the consent of the Owners of any
Certificates, providing for the execution and delivery of such Additional Certificates, specifying
the maximum principal amount of such Additional Certificates and prescribing the terms and
conditions of such Additional Certificates.
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Such Supplemental Trust Agreement shall prescribe the form or forms of such
Additional Certificates and, subject to the provisions of the Trust Agreement, shall provide for
the distinctive designation, denominations, method of numbering, dates, Principal Payment
Dates, interest rates, Interest Payment Dates, provisions for prepayment (if desired) and places of
payment of principal and nterest.

Before such Additional Certificates shall be executed and delivered, the County
shall file or cause to be filed the following documents with the Trustee:

(a) An Opinion of Counsel setting forth (1) that such Counsel has examined
the Supplemental Trust Agreement and the amendment, if any, to the Lease and the Sublease
required by the Trust Agreement; (2) that the exccution and delivery of the Additional
Certificates have been sufficiently and duly authorized by the County and the Corporation; (3)
that said amendments to the Lease and the Sublease and the Supplemental Trust Agreement,
when duly executed by the County and the Corporation, will be valid and binding obligations of
the County and the Corporation; (4) that said amendments to the Lease and the Sublease have
been duly authorized, executed and delivered and have been duly recorded; and (5) that the
amendments to the Lease and the Sublease do not adversely affect the tax-exempt status of
interest evidenced by Outstanding Certificates;

(b) A Certificate of the County that the requirements of the Trust Agreement
have been met, which shall include a Certificate by the County as to the annual fair rental value
of the Property, without giving effect to the execution and delivery of the Additional Certificates
and to the use of proceeds received therefrom;

(c) Certified copies of the resolutions of the County and the Corporation,
authorizing the execution of the amendments to the Lease and Sublease required the Trust
Agreement;

(d) An executed counterpart or duly authenticated copy of the amendments to
the Lease and Sublease required by the Trust Agreement;

~(e) Certified copies of the policies of insurance required by the Sublease or
certificates thereof, which shall evidence that the amounts of the insurance required under the
Sublease have been increased, if necessary, to cover the amount of such Additional Certificates;
and

(H A CLTA title insurance policy or other appropriate form of policy in the
amount of the Additional Certificates of the type and with the endorsements described in the
Sublease.

Upon the delivery to the Trustee of the foregoing instruments so as to permit the -
execution and delivery of the Additional Certificates in accordance with the Supplemental Trust
Agreement then delivered to the Trustee, the Trustee shall execute and deliver said Additional
Certificates, in the aggregate principal amount specified in such Supplemental Trust Agreement,
to, or upon the request of, the County.
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Selected Covenants

Other Liens. The County will keep the Property and all parts thereof free from
judgments and materialmen’s and mechanics’ liens and free from all claims, demands,
encumbrances and other liens of whatever nature or character, other than Permitted
Encumbrances and free from any claim or liability which matenially impairs the County 1n
conducting its business or utilizing the Property, and the Trustee at its option (after first giving
the County ten days’ written notice to comply therewith and failure of the County to take any
necessary steps to defend against or to so comply within such ten-day period) may defend
against any and all actions or proceedings in which the validity of the Trust Agreement is or
might be questioned, or may pay or compromise any claim or demand asserted in any such
actions or proceedings; provided, however, that, in defending against any such actions or
procecdings or in paying or compromising any such claims or demands, the Trustee shall not in
any cvent be deemed to have waived or released the County from liability for or on account of
any of its agreements and covenants contained in the Trust Agreement, or from its liability under
the Trust Agreement to defend the validity thereof and to perform such agreements and
covenants. The Trustee shall have no liability with respect to any determination made in good
faith to proceed or decline to defend, pay or compromise any such claim or demand.

So long as any Certificates or Additional Certificates are Outstanding, neither the
County nor the Corporation will create or suffer to be created any pledge of or lien on the Base
Rental Payments other than as provided or permitted under the Trust Agreement.

Prosccution and Defense of Suits. The County will promptly take such action
from time to time as may be necessary or proper, in its reasonable discretion, to remedy or cure

any known cloud upon or defect in the title to the Property or any portior. thereof, whether now
existing or hereafter developing, and will prosecute all actions, suits or other proceedings as may
be appropriate for such purpose.

Accounting Records and Statements. The Trustee will kzep proper accounting

records in which complete and correct entries shall be made of all transactions made by it
rclating to the receipt, deposit and disbursement of the Base Rental Payments, and such
accounting records shall be available for inspection by the County or the Corporation at
reasonable hours, under reasonable conditions and with reasonable notize. The Trustee will,
upon written request, make copies of the foregoing available to any Owner of at least five
percent in aggregate principal amount of Outstanding Certificates and Additional Certificates or
his agent duly authorized in writing. The Trustee shall deliver a monthly accounting to the
County; provided that the Trustee shall not be obligated to report as to any fund or account that
(a) has a balance of zero and (b) has not had any activity since the last repcrting date.

Excess Earnings Account of the Earnings Fund; Tax Covenants. Pursuant to the

Trust Agreement, the County shall establish and maintain an account separate from any other
fund or account established and maintained thereunder designated as the “Excess Earnings
Account.” There shall be deposited in the Excess Earnings Account such amounts as are
required to be deposited therein pursuant to the Tax Certificate. All money at any time deposited
in the Excess Eamings Account shall be held by the County in trust, to the extent required to
satisfy the Rebate Requirement, for payment to the United States of America. Notwithstanding
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defeasance of the Certificates and the Additional Certificates pursuant to the Trust Agreement or
anything to the contrary contained therein, all amounts required to be deposited into or on
deposit in the Excess Earnings Account shall be governed exclusively by the Trust Agreement
and by the Tax Certificate. The Trustee shall have no duty or obligation to monitor the
compliance by the County with the requirements of the Tax Certificate.

Any funds remaining in the Excess Earnings Account after payment in full of all
of the Certificates and any Additional Certificates and after payment of any amounts described in
the Trust Agreement, shall be withdrawn by the County to be used for any lawful purpose.

Continuing Disclosure. The County and the Trustee, in its capacity as trustee and
dissemination agent, covenant and agree that they will comply with and carry out all of the
provisions of the Continuing Disclosure Agreement. Notwithstanding any other provision of the
Trust Agreement, failure of the County or the Trustee to comply with the Continuing Disclosure
Agreement shall not be considered an Event of Default; however, the Trustee may (and, at the
request of the Purchaser or the Owners of at least 25% aggregate principal amount of
OQutstanding Certificates, shall) or any Owner or Beneficial Owner of Certificates may take such
actions as may be necessary and appropriate, including seeking mandate or specific performance
by court order, to cause the County or the Trustee, as the case may be, to comply with its
obligations under the Trust Agreement.

Events of Default and Remedies
Events of Default. The following events shall be Events of Default:

(a) default in the due and punctual payment of the principal of or premium, if
any, on any Certificate or Additional Certificate when and as the same shall become due and
payable, whether at maturity as therein expressed, by proceedings for prepayment, by declaration
or otherwise;

(b) default in the due and punctual payment of any installment of interest on
any Certificate or Additional Certificate when and as such interest installment shall become due
and payable;

(c) default by the County in the observance of any of the covenants,
agreements or conditions on its part in the Trust Agreement contained, if such default shall have
continued for a period of 30 days after written notice thereof, specifying such default and
requiring the same to be remedied, shall have been given to the County and the Corporation by
the Trustee, or to the County, the Corporation and the Trustce by the Owners of not less than
25% in aggregate principal amount of the Certificates and Additional Certificates at the time
Qutstanding; provided, however, that if such default can be remedied but not within such 30-day
period and if the County has taken all action reasonably possible to remedy such default within
such 30-day period, such default shall not become an Event of Default for so long as the County
shall diligently proceed to remedy the same in accordance with and subject to any directions or
limitations of time reasonably established by the Trustee; or

(d) an event of default shall have occurred and be continuing under the
Sublease.
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Action on Default. In each and every case during the con inuance of an Event of
Default, the Trustee or the Owners of not less than a majority in aggregate principal amount
represented by the Certificates and any Additional Certificates at the tire Outstanding (subject
to the provisions of the Trust Agreement) shall be entitled, upon notice in writing to the County
and the Corporation to exercise any of the remedies granted to the County under the Lease, to the
Corporation under the Sublease, and in addition, to take whatever action at law or in equity may
appear necessary or desirable to enforce its rights as assignee pursucnt to the Assi gnment
Agreement or to protect and enforce any of the rights vested in the Trustee or the Owners by the
Trust Agreement or by the Certificates and any Additional Certificates, either at law or in equity
or in bankruptcy or otherwise, whether for the specific enforcemen. of any covenant or
agreement or for the enforcement of any other legal or equitable right, including any one or more
of the remedies set forth in the Trust Agreement.

Other Remedies of the Trystee. The Trustee shall have the right:

(a) by mandamus or other action or proceeding or suit at law or in cquity to
enforce its rights against the County, the Corporation or any director, officer or employee
thereof, and to compel the County or the Corporation or any such director, officer or employee to
perform or carry out its or his or her duties under law and the agreements and covenants required
to be performed by it or him or her contained in the Trust Agreement;

(b) by suit in equity to enjoin any acts or things which are unlawful or violate
the nghts of the Trustee; or

(©) by suit in equity upon the happening of any default under the Trust
Agreement to require the County and the Corporation to account as the trustee of an express
trust.

Application of Amounts After Default. Notwithstanding ar ything to the contrary

contained in the Trust Agreement, after a default by the County, all funds and accounts held by
the Trustee and all payments reccived by the Trustee with respect to the rental of the Property
after a default by the County pursuant to the Sublease, and all damages or other payments
reccived by the Trustee for the enforcement of any rights and powers of the Trustce the Sublease,
shall be deposited into the Base Rental Payment Fund and as soon as practicable thereafter
appled:

(a) to the payment of all amounts due the Trustee under the Trust Agreement;
and

(b) to the payment of all amounts then due as interest with respect to the
Certificates and any Additional Certificates, and thereafter to the payment of all amounts due as
principal with respect to the Certificates and any Additional Certificates, in respect of which or
for the benefit of which, money has been collected (other than Certificates and any Additional
Certificates which have matured or otherwise become payable prior to such Event of Default and
money for the payment of which is held by the Trustee), ratably without preference or priority of
any kind, according to the amounts due and payable with respect to such Certificates and
Additional Certificates.
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Limitation on Suits. No Owner of any Certificate or Additional Certificate shall
have any right to institutc any proceeding, judicial or otherwise, with respect to the Trust
Agreement, or for the appointment of a receiver or trustee, or for any other remedy thereunder,
unless such Owner has previously given written notice to the Trustee of a continuing Event of
Default; the Owners of not less than 25% in principal amount of the Qutstanding Certificates and
Additional Certificates shall have made written request to the Trustee to institute proceedings in
respect of such Event of Default in its own name as Trustee under the Trust Agreement; such
Owner or Owners have afforded to the Trustee indemnity reasonably satisfactory to the Trustee
against the costs, expenses and liabilities to be incurred in compliance with such request; the
Trustee for 60 days after its receipt of such notice, request and offer of indemnity has failed to
institute any such proceedings; and no direction inconsistent with such written request has been
given to the Trustee during such 60-day period by the Owners of a majority in principal amount
of the Qutstanding Certificates and Additional Certificates; it being understood and intended that
no one or more Owners of Certificates and Additional Certificates shall have any right in any
manner whatever by virtue of, or by availing of, any provision of the Trust Agreement to affect,
disturb or prejudice the rights of any other Owner of Certificates or Additional Certificates, or to
obtain or seck to obtain priority or preference over any other Owner or to enforce any right under
the Trust Agreement, except in the manner provided in the Trust Agreement and for the equal
and ratable benefit of all the Owners of Certificates and Additionat Certificates. Nothing
contained in the Trust Agreement shall, however, affect or impair the right of any Owner to
enforce the payment of the principal component of or the prepayment price of and the interest
component of the Base Rental Payments represented by any Certificate or Additional Certificate
at and after the maturity or earlier prepayment.

The Trustee

Employment of the Trustee. The County and the Corporation appoint and employ
the Trustee to receive, deposit and disburse the Rental Payments, to prepare, execute, deliver and
transfer the Certificates and Additional Certificates and to perform the other functions contained
in the Trust Agreement; all in the manner provided therein and subject to the conditions and
terms thereof. By exccuting and delivering the Trust Agreement, the Trustee accepts the
appointment and employment referred to in the Trust Agreement and accepts the rights and
obligations of the Trustee provided therein, subject to the conditions and terms therein. The
Trustee undertakes to perform such duties and only such duties as are specifically set forth in the
Trust Agreement, and no implied covenants or obligations shall be read into the Trust Agreement
against the Trustee. In case an Event of Default has occurred and is continuing, the Trustee shall
exercise such of the rights and powers vested in it by the Trust Agreement, and use the same
degree of care and skill in their exercise, as a prudent person would exercise or use under the
circumstances in the conduct of his own affairs.

Duties, Removal and Resignation of th stee. The County and the Corporation
may, by an instrument in writing remove the Trustee initially a party to the Trust Agreement and
any successor thereto unless an Event of Default shall have occurred and then be continuing, and
shall remove the Trustee initially a party to the Trust Agreement and any successor thereto if at
any time requested to do so by an instrument or concurrent instruments in writing signed by the
Owners of a majority in aggregate principal amount represented by the Certificates and
Additional Certificates at the time Outstanding (or their attorneys duly authorized in writing), but
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any such successor Trustee shall be a bank with trust powers or trust company doing business
and having a principal corporate trust office in California or New York, having (or if such bank
or trust company is a member of a bank holding company system, its bank holding company has)
a combined capital (exclusive of borrowed capital) and surplus of at leest fifty million doilars
(3$50,000,000) and subject to supervision or examination by federal or state authorities. If such
bank or trust company publishes a report of condition at least annually, pursuant to law or to the
requirements of any supervising or examining authority above referred to, then for the purposes
of this Section the combined capital and surplus of such bank or trust cornpany shall be deemed
to be its combined capital and surplus as set forth in its most recent report of condition so
published.

The Trustee may at any time resign by giving written notice of such resignation to
the County, the Corporation and the Insurer and by mailing notice, first class, postage prepaid, of
such resignation to the Owners at their addresses appearing on the books required to be kept by
the Trustee pursuant to the provisions of the Trust Agreement. Upon receiving such notice of
resignation, the County and the Corporation shall promptly appoint a stccessor Trustee by an
instrument in writing; provided, however, that in the event the County and the Corporation do
not appoint a successor Trustee within 30 days following receipt of suck notice of resignation,
the resigning Trustee may, at the expense of the County, petition the appropriate court having
Jurisdiction to appoint a successor Trustee. Any resignation or remcval of a Trustee and
appointment of a successor Trustee shall become effective only upon acceptance of appointment
by the successor Trustee.

Amendment of or Supplement to Trust Agreement

The Trust Agreement and the rights and obligations of the County, the
Corporation, the Owners and the Trustee thereunder may be amended o- supplemented at any
time by an amendment thereof or supplement thereto which shall become binding when the
written consents of the Owners of a majority in aggregate principal amount of the Certificates
and Additional Certificates then Outstanding, exclusive of Certificates and Additional
Certificates disqualified as provided in the Trust Agreement, are filed witt the Trustee. No such
amendment or supplement shall (1) extend the Principal Payment Date of any Certificate or
Additional Certificate or reduce the rate of interest represented thereby or extend the time of
payment of such interest or reduce the amount of principal represented thereby or reduce the
amount of any Mandatory Sinking Account Payment without the prior *written consent of the
Owner of each Certificate and Additional Certificate so affected, or (2) reduce the percentage of
Owners whose consent is required for the execution of any amendment to the Trust Agreement
or supplement thereto without the prior written consent of the Owners of all Certificates or
Additional Certificates then Outstanding, or (3) modify any of the rights or obligations of the
Trustee without its prior written consent thereto, or (4) amend the provisions of the Trust
Agreement relating to amendments and supplements without the prior written consent of the
Owners of all Certificates or Additional Certificates then Outstanding.

The Trust Agreement and the rights and obligations of the County, the
Corporation, the Owners and the Trustee thereunder may also be amended or supplemented at
any time by an amendment thereof or supplement thereto which shall become binding upon
execution, but without the written consents of any Owners, but only to tte extent permitted by
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law and after receipt of an unqualified approving Opinion of Counsel and only for any one or
more of the following purposes:

(a) to add to the agreements, conditions, covenants and terms required to be
observed or performed therein by the County or the Corporation, or to surrender any right or
power reserved therein to or conferred therein on the County or the Corporation, and which in
cither case shall not materially adversely affect the interests of the Owners; or

(b) to provide for additional or substitute Property as may be requested from
time to time by the County in accordance with the Sublease; or

{c) to make such provisions for the purpose of curing any ambiguity or of
correcting, curing or supplementing any defective provision contained in the Trust Agreement or
in regard to questions arising thereunder which the County or the Corporation may deem
desirable or necessary and not inconsistent therewith, and which shall not materially adversely
affect the interests of the Owners; or

(d) to provide for the execution and delivery of Additional Certificates in
accordance with the Trust Agreement; or

(e) for any other reason, provided such amendment or supplement does not
materially adversely affect the interests of the Owners, provided further that the County, the
Corporation and the Trustee may rely in entering into any such amendment or supplement upon
an Opinion of Counsel stating that the requirements of this subsection (e) have been met with
respect to such amendment or supplement.

Defeasance of Certificates

Discharge of Certificates and Trust Agreement.  If the Trustee shall pay or cause

to be paid or there shall otherwise be paid to the Owners of all Outstanding Certificates and
Additional Certificates the interest and principal represented thereby at the times and in the
manner stipulated therein and in the Trust Agreement, then such Owners shall cease to be
entitled to the pledge of and lien on the Base Rental Payments as provided in the Trust
Agrecment, and all agreements and covenants of the County, the Corporation and the Trustee to
such Owners under the Trust Agreement shall thereupon cease, terminate and become void and
shall be discharged and satisfied.

Any Outstanding Certificates or Additional Certificates shall, prior to the maturity
or redemption date thereof, be deemed to have been paid within the meaning and with the effect
expressed in the Trust Agreement if (i) in case said Certificates or Additional Certificates are to
be prepaid on any date prior to their maturity, the County shall have given to the Trustee in form
satisfactory to the Trustee irrevocable instructions to mail, in accordance with the provisions of
the Trust Agreement, notice of prepayment of such Certificates or Additional Certificates on said
prepayment date, (ii) there shall have been deposited with the Trustee either moneys in an
amount which shall be sufficient, or Defeasance Securitics which are not callable or subject to
prepayment prior to their respective maturity dates, the principal of and the interest on which
when due, and without any reinvestment thereof, will provide moneys which, together with the
moneys, if any, deposited with or held by the Trustee at the same time, shall be sufficient (as
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verified by a report of an independent certified public accountant or other independent financial
consultant), to pay when due the principal or prepayment price (1f applicatle) of, and interest due
and to become due on, said Certificates or Additional Certificates on and frior to the prepayment
date or maturity date thereof, as the case may be, and (iii) in the event any of said Certificates or
Additional Certificates are not to be prepaid within the next succeeding 60 days, the County shall
have given the Trustee in form satisfactory to the Trustee irrevocable instructions to mail, as
soon as practicable in the same manner as a notice of prepayment is mailed pursuant the Trust
Agreement, a notice to the Owners of such Certificates or Additional Certificates and 1o the
securities depositories and information services specified in the Trust Agreement that the deposit
required by (ii) above has been made with the Trustee and that said Certificates or Additional
Certificates are deemed to have been paid in accordance with the Trust Agreement and stating
such maturity or prepayment dates upon which moneys are to be available for the payment of the
principal or prepayment price (if applicable) of said Certificates or Additional Certificates.
Neither the securitics nor moneys deposited with the Trustee pursuant to the Trust Agreement
nor principal or interest payments on any such securities shall be withdrawn or used for any
purpose other than, and shall be held in trust for, the payment of the pr ncipal or prepayment
price (if applicable) of, and interest on said Certificates or Additional Certificates; provided that
Defcasance Securitics deposited with the Trustee pursuant to the Trust Agrcement may be sold
upon the written request of the County and the procceds concurrently reinvested in other
Defeasance Securities which satisfy the conditions of (ii) above provided that the Trustee
receives an Opinion of Counscl to the effect that such sale and reinvestment does not adversely
affect the exclusion of interest on the Certificates and Additional Certificates from federal
income taxes, and provided further that any cash received from such principal or interest
payments on such obligations deposited with the Trustee, if not then needed for such purpose,
shall, to the extent practicable, and at the dircction of the County, be reir vested in Defeasance
Securities maturing at times and in amounts, together with the other moneys and payments with
respect to sccurities then held by the Trustee pursuant to the Trust Agreement, sufficient to pay
when due the principal or prepayment price (if applicable) of, and interest to become due with
respect to said Certificates or Additional Certificates on and prior to such prepayment date or
maturity date thereof, as the case may be, and interest earmned from such reinvestments shall,
upon receipt by the Trustee of a Written Request of the County, be paid cver to the County, as
received by the Trustee, free and clear of any trust, lien or pledge.

After the payment or deemed payment of all the interest and principal represented
by all Qutstanding Certificates and Additional Certificatcs as provided in the Trust Agreement,
the Trustee shall execute and deliver to the Corporation and the County all such instruments as
may be necessary or desirable to evidence the discharge and satisfaction of the Trust Agreement,
and the Trustee shall pay over or deliver to the County all moneys or securities held by it
pursuant the Trust Agreement which are not rcquired for the payment of the interest and
principal represented by such Certificates and Additional Certificates. Notwithstanding the
discharge and satisfaction of the Trust Agreement, Owners of Certificates and Additional
Certificates shall thereafter be entitled to payments due under the Certificates and Additional
Certificates pursuant to the Sublease, but only from amounts deposited pursuant to the Trust
Agreement and from no other source.

Unclaimed Moneys. Anything contained in the Trust Agreement to the contrary
notwithstanding, any moneys held by the Trustee in trust for the payment and discharge of the
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interest or principal represented by any of the Certificates or Additional Certificates which
remain unclaimed for two years after the date when the payments represented by such
Certificates or Additional Certificates have become payable, if such moneys were held by the
Trustee at such date, or for two years after the date of deposit of such moneys if deposited with
the Trustee after the date when the interest and principal represented by such Certificates or
Additional Certificates have become payable, shall at the Written Request of the County be
repaid by the Trustee to the County as its absolute property free from trust, and the Trustee shall
thereupon be released and discharged with respect thereto and the Owners shall look only to the
County for the payment of the interest and principal represented by such Certificates or
Additional Certificates; provided, however, that before being required to make any such payment
to the County, the Trustee shall mail a notice to the Owner that such unclaimed funds shall be
returned to the County within 30 days.

Insurance

Payments from Municipal Bond Insurance Policy. Payment of the principal and
interest with respect to the Certificates shall be insured by the Municipal Bond Insurance Policy

provided by the Insurer. So long as the Municipal Bond Insurance Policy is in full force and
effect and the Insurer is not in default thereunder, the County and the Trustee agree to comply
with the following provisions by which the Insurer will pay any principal or interest payment due
and payable with respect to the Certificates but for which there are insufficient funds for the
payment thereof:

(a) At least one day prior to all Interest Payment Dates, the Trustee will
determine whether there will be sufficient funds in the funds and accounts maintained by it under
the Trust Agreement to pay the principal or interest with respect to the Certificates on such
Interest Payment Date. If the Trustee determines that there will be insufficient funds in such
funds or accounts, the Trustee shall so notify the Insurer. Such notice shall specify the amount
of the anticipated deficiency, the Certificates to which such deficiency is applicable and whether
such deficiency will be as to principal or interest, or both. If the Trustee has not so notified the
Insurer at least one day prior to an Interest Payment Date, the Insurer will make payments of
principal or interest with respect to the Certificates on or before the first day next following the
date on which the Insurer shall have received notice of nonpayment from the Trustee.

(b) The Trustee shall, after giving notice to the Insurer as provided in (a)
above, make available to the Insurer and, at the Insurer’s direction, to the United States Trust
Company of New York, as insurance trustee for the Insurer or any successor insurance trustee
(the “Insurance Trustee™), the registration books for the Certificates maintained by the Trustee
and all records relating to the funds and accounts maintained by the Trustee under the Trust
Agreement.

(c) The Trustee shall provide the Insurer and the Insurance Trustee with a list
of the Owners of the Certificates entitled to receive principal or interest payments from the
Insurer under the terms of the Municipal Bond Insurance Policy, and shall make arrangements
with the Insurance Trustee (i) to mail checks or drafts to the Owners of the Certificates entitled
to receive full or partial interest payments from the Insurer and (ii) to pay principal represented
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by the Certificates surrendered to the Insurance Trustee by the Owners of the Certificates entitled
to receive full or partial principal payments from the Insurer.

(d) The Trustee shall, at the time it provides notice to the Insurer pursuant to
(a) above, notify Owners of the Certificates entitled to receive the payment of principal or
interest with respect to the Certificates from the Insurer (1) as to the fact of such entitlement, (ii)
that the Insurer will remit to them all or part of the interest payments riext coming due upon
proof of entitlement to intcrest payments and delivery to the Insurance Trustee, in form
satisfactory to the Insurance Trustee, of an appropriate assignment of such Owner’s right to
payment, (1i1) that should they be entitled to receive full payment of principal from the Insurer,
they must surrender their Certificates (along with an appropriate instruraent of assignment in
form satisfactory to the Insurance Trustee to permit ownership of such Certificates to be
registered in the name of the Insurer) for payment to the Insurance Trustez, and not the Trustee,
and (iv) that should they be cntitled to receive partial payment of principal from the Insurer, they
must surrender their Certificates for payment thereon first to the Trustee vho shail note on such
Certificates the portion of the principal paid by the Trustee, and then, along with an appropriate
instrument of assignment in form satisfactory to the Insurance Trustee, to the Insurance Trustee,
which will then pay the unpaid portion of principal.

(e) In the event that the Trustee has notice that any payment of princtpal or
interest with respect to the Certificates which has become Due For Payment (as defined in the
Municipal Bond Insurance Policy) and which is made to such Owner by or on behalf of the
County has been deemed a preferential transfer and theretofore recovered from such Owner
pursuant to the United States Bankruptcy Code by a trustee in bankruptcy n accordance with the
final, nonappealable order of a court having competent jurisdiction, the Trustee shall notify the
Insurer and, at the time the Insurer is notified, notify all Owners of the Certificates that in the
event that any Owner’s payment is so recovered, such Owner will be entitled to payment from
the Insurer to the extent of such recovery if sufficient funds are not otherwise available, and the
Trustee shall furnish to the Insurer its records evidencing the payments of principal and interest
with respect to the Certificates which have been made by the Trustee and subsequently recovered
from such Owner and the dates on which such payments were made.

() In addition to those rights granted the Insurer under the Trust Agreement,
the Insurer shall, to the extent it makes payment of principal or interest with respect to the
Certificates, become subrogated to the rights of the recipients of such payments in accordance
with the terms of the Municipal Bond Insurance Policy, and to evidence such subrogation (i) in
the case of subrogation as to claims for past due interest, the Trustee shall note the Insurer’s
rights as subrogee on the registration books for the Certificates maintained by the Trustee upon
receipt from the Insurer of proof of the payment of interest thereon to the Owners of the
Certificates, and (1) in the case of subrogation as to claims for past due principal, the Trustee
shall note the Insurer’s nights as subrogee on the registration books for the Certificates
maintained by the Trustee upon surrender of the Certificates by the Owners thereof, together
with proof of the payment of principal thereof.

Notwithstanding anything in the Trust Agreement to the contrary, in the event that
the principal and/or interest due with respect to the Certificates shall be paid by the Insurer
pursuant to the Municipal Bond Insurance Policy, such Certificates shall remain Qutstanding for
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all purposes, not be defeased or otherwise satisfied and not be considered paid by the County,
and the assignment and pledge of the Base Rental Payment Fund and the Certificate Reserve
Fund and all covenants, agreements and other obligations of the County to the Owners of the
Certificates shall continue to exist and shall run to the benefit of the Insurer, and the Insurer shall
be subrogated to the rights of such Owners.

Consent of Insurer. So long as the Insurer is not in default under the Municipal
Bond Insurance Policy, the Insurer’s consent shall be required for the initiation or approval of
any action which requires the consent of the Owners. Notwithstanding anything to the contrary
in the Trust Agreement, the rights given to the Insurer under the Trust Agreement to give
consents, directions and approvals shall not be effective so long as it is in default of its
obligations under the Municipal Bond Insurance Policy.

Exercise of Remedi n Default. Notwithstanding anything to the contrary in
the Trust Agreement, so long as the Insurer is not in default under the Municipal Bond Insurance
Policy, upon the occurrence and continuance of an Event of Default as defined in the Trust
Agreement, the Insurer shall be entitled to control and direct the enforcement of all rights and
remedies granted to the Owners or the Trustee for the benefit of the Owners under the Trust
Agreement.

LEASE

General

The Lease provides the terms and conditions of the lease of the Property by the
Corporation. Certain provisions of the Lease are summarized below. These summaries do not
purport to be complete or definitive and are qualified in their entireties by reference to the full
terms of the Lease.

Property

The County leases to the Corporation and the Corporation hires from the County,
on the terms and conditions set forth in the Lease, those certain parcels of real property and
improvements thereon or to be located thereon situated in the State of California, County of San
Diego, City of San Diego, described in Exhibit A of the Lease (the “Property”).

Term

The term of the Lease commenced on the Closing Date and shall end on the
Expiry Date, unless such term is sooner terminated or is extended as provided in the Lease. If
prior to the Expiry Date, all Base Rental Payments under the Sublease shall have been paid, or
provision therefor has been made in accordance with the Trust Agreement, the term of the Lease
shall end ten (10) days thereafter or ten (10) days after written notice by the County to the
Corporation in accordance with the Lease, whichever is earlier.

If the Sublease is extended beyond the Expiry Date, pursuant to the terms thereof,
the Lease shall also be extended to the day following the date of termination of the Sublease.
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SUBLEASE

General

The Sublease provides the terms and conditions of the subl:ase of the Property by
the County. Certain provisions of the Sublease are summarized below. Tiese summaries do not
purport to be complete or definitive and are qualified in their entireties by reference to the full
terms of the Sublease.

Property

Lease of the Property. The Corporation leases to the County, and the County
rents and hires from the Corporation, the Property on the conditions and terms set forth in the
Sublease. The County has agreed and covenanted that during the term of *he Sublease, except as
therein provided, it will use the Property for public purposes so as to afford the public the
benefits contemplated and so as to permit the Corporation to carry out its agreements and
covenants contained in the Sublease and in the Trust Agreement, and the County further has
agreed and covenanted that during the term of the Sublease that it will not abandon or vacate the
Property.

Prohibition Against Encumbrance or Sale. The County ard the Corporation will

not create or suffer to be created any mortgage, pledge, lien, charge or zncumbrance upon the
Property, except Permitted Encumbrances, and except incident to the execution and delivery of
Additional Certificates as contemplated by the Sublease. The County and the Corporation will
not sell or otherwise dispose of the Property or any property essential to “he proper operation of
the Property, except as otherwise provided in the Sublease. Notwithstanding anything to the
contrary contained in the Sublease, the County may assign, transfer or sublease any and all of the
Property or its other rights under the Sublease, provided that (a) the rights of any assignee,
transferee or sublessee shall be subordinate to all rights of the Corporation under the Sublease,
(b) no such assignment, transfer or sublease shall relieve the County of any of its obligations
under the Sublease, (c) the assignment, transfer or sublease shall not result in a breach of any
covenant of the County contained in the Sublease, (d) any such assignment, transfer or sublease
shall by its terms expressly provide that the fair rental value of the Property for all purposes shall
be first allocated to the Sublease, as the same may be amended from time to time before or after
any such assignment, transfer or sublease and (¢) no such assignment, transfer or sublease shall
confer upon the parties thereto any remedy which allows reentry upcn the Property unless
concurrently with granting such remedy the same shall be also granted urder the Sublease by an
amendment to the Sublease which shall in all instances be prior to and superior to any such
assignment, transfer or sublease.

Liens. In the event the County shall at any time during the term of the Sublease
cause any improvements to the Property to be constructed or materials to be supplied in or upon
or attached to the Property, the County shall pay or cause to be paid when due all sums of money
that may become due or purporting to be due for any labor, services, materials, supplies or
equipment furnished or alleged to have been furnished to or for the County in, upon, about or
relating to the Property and shall keep the Property free of any and all liens against the Property
or the Corporation’s interest therein. In the event any such lien attaches to or is filed against the
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Property or the Corporation’s interest therein, and the enforcement thereof is not stayed or if so
stayed such stay thereafter expires, the County shall cause each such lien to be fully discharged
and released at the time the performance of any obligation secured by any such lien matures or
becomes due. If any such lien shall be reduced to final judgment and such Judgment or any
process as may be issued for the enforcement thereof is not promptly stayed, or if so stayed and
such stay thereafier expires, the County shall forthwith pay and discharge or cause to be paid and
discharged such judgment. The County shall, to the maximum extent permitted by law,
indemnify and hold the Corporation and its assignee and its directors, officers and employees
harmless from, and defend each of them against, any claim, demand, loss, damage, liability or
expense (including attorneys’ fees) as a result of any such lien or claim of lien against the
Property or the Corporation’s interest therein.

bstitution or Removal of Pro - The County may amend the Sublease and
the Lease to substitute other real property and/or improvements (the “Substituted Property”) for
existing Property and/or to remove real property (including undivided interests therein) and/or
improvements from the definition of Property, upon compliance with all of the conditions set
forth below. After a Substitution or Removal, the part of the Property for which the Substitution
or Removal has been effected shall be released from the leasehold under the Sublease and under
the Lease.

No Substitution or Removal shall take place under the Sublease until the County
delivers to the Corporation and the Trustee the following:

(1) A Certificate of the County containing a description of all or part of the
Property to be released and, in the event of a Substitution, a description of the Substituted
Property to be substituted in its place;

Appraisal Institute of America (MAI) designated by the County; (B) demonstrating that the
useful life of the Property after Substitution or Removal equals or exceeds the remaining term of
the Sublease; and (C) stating that the Property after a Substitution or Removal is as essential to
the operations of the County as was the Property immediately prior to such Substitution or
Removal;

3) An Opinion of Counse! to the effect that the amendments to the Sublease
and to the Lease contemplating Substitution or Removal have been duly authorized, executed
and delivered and constitute the valid and binding obligations of the County and the Corporation
enforceable in accordance with their terms;

(4) (A) In the event of a Substitution, a policy of title Insurance in an amount
equal to the same proportion of the principal amount as the principal portion of Base Rental
Payments for the Substituted Property bears to the total principal portion of Base Rental
Payments, insuring the County’s leasehold interest in the Substituted Property (except any
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portion thereof which is not real property) subject only to Permitted Encumbrances, together
with an endorsement thereto making said policy payable to the Trustee for the benefit of the
Owners of the Certificates and any Additional Certificates, and (B) in the event of a partial
Removal, evidence that the title insurance in effect immediately prior thereto i5 not affected;

(5) In the event of a Substitution, an opinion of the County Counsel of the
County to the effect that the exceptions, 1f any, contained in the title insuranc: policy referred to
in (4) above do not interferc with the beneficial use and occupancy of the Substituted Property
described in such policy by the County for the purposes of leasing or usng the Substituted
Property;

(6) An Opinion of Counsel that the Substitution or Removal does not cause
the interest with respect to the Certificates and any Additional Certificates to be includable in
gross income of the Owners thereof for federal income tax purposes,

(M Evidence that the County has complied with the covenants contained in
the Sublease with respect to the Substituted Property; and

(8) Evidence that the Substitution or Removal, in and of iiself, has not or will
not causc a downgrade or withdrawal of the then existing credit ratings on the Certificates and
any Additional Certificates.

Term of Sublease

Commencement of the Sublcase. The effective date of the Sublcase is the Closing
Date, and the term of the Subleasc shall end on the Expiry Date, unless such term is extended or
sooner terminated as provided in the Subleasc. If on the Expiry Date, the rental payable under
the Sublease shall not be fully paid and all Certificates and Additional Certificates shall not be
fully paid and retired, or if the rental payable under the Sublease shall have been abated at any
time and for any reason, then the term of the Sublease shall be extended until ten days after the
rental payable under the Sublease shall be fully paid and all Certificates and Additional
Certificates shall be fully paid, except that the term of the Sublease shall in no event be extended
beyond May 1, 2033. If prior to the Expiry Date, the rental payable under the Sublease shall be
fully paid and all Certificates and Additional Certificates shall have been fully paid, or deemed
fully paid, in accordance with the Trust Agreement, the term of the Sublezse shall end ten days
{hereafter or ten days after written notice by the County to the Corporation to the effect that the
rental payable under the Sublease shall be fully paid and all Centificates and Additional
Certificates have been fully paid, whichever 1s carlier, and the Sublzase shall thereupon
terminate.

Rental Payments

Base Rental, The County shall pay to the Corporation rental under the Sublease
as Base Rental Payments with respect to the Property in the amounts set fcrth in the Base Rental
Payment Schedule attached 1o the Sublease as Exhibit B, a portion of which Base Rental
Payments shall constitute interest. Notwithstanding the dates designated for the payment of the
Base Rental Payments on such Exhibit B attached to the Sublease (except for the payment due on
April 15, 1999), all Base Rental Payments due in any Fiscal Year shall be duc and payable in one
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sum on July 5 of each year {or the next Business Day if July 5 does not fall on a Business Day),
commencing on July 5, 1999. Failure of the County to comply with the provisions of this section
shall constitute an event of default under the Sublease. The interest components of the Base
Rental Payments shall be paid by the County as and constitute interest paid on the principal
components of the Base Rental Payments to be paid by the County under the Sublease. The
obligation to make the Base Rental Payments set forth on Exhibit B attached to the Sublease
shall arise as of the Closing Date. Notwithstanding the foregoing, each Base Rental Payment
shall be paid by wire transfer to the Corporation or its assignee not later than one Business Day
preceding its due date.

Additional Rental. The County shall also pay, as rental under the Sublease in
addition to the Base Rental Payments, to the Corporation or the Trustee, as provided in the
Sublease, such amounts (“Additional Rental”) in each year as shall be required for the payment
of all costs and expenses incurred by the Corporation in connection with the execution,
performance or enforcement of the Sublease or the assignment thereof, the Trust Agreement or
the respective interests in the Property and the lease of the Property by the Corporation to the
County under the Sublease, including but not limited to all fees, costs and expenses and all
administrative costs of the Corporation relating to the Property including, without limiting the
generality of the foregoing, salaries and wages of employees, overhead, insurance premiums,
taxes and assessments (if any), expenses, compensation and indemnification of the Trustee (to
the extent not paid or otherwise provided for out of the proceeds of the sale of the Certificates or
any Additional Certificates), fees of auditors, accountants, attorneys or engineers, insurance
premiums, and all other reasonable and necessary administrative costs of the Corporation or
charges required to be paid by it to comply with the terms of the Certificates, any Additional
Certificates or the Trust Agreement.

The foregoing Additional Rental shall be billed to the County by the Corporation
or the Trustee from time to time, together with a statement certifying that the amount billed has
been incurred or paid by the Corporation, the Trustee or the Trustee on behalf of the Corporation
for one or more of the items above described, or that such amount is then so payable for such
items. Amounts so billed shall be paid by the County not later than the latest time as such
amounts may be paid without penalty or, if no penalty is associated with a late payment of such
amounts, within 30 days after receipt of a bill by the County for such amounts.

The Corporation has issued and may issue bonds and may enter into leases to
finance facilities other than the Property. The administrative costs of the Corporation shall be
allocated among said facilities and the Property, as hereinafter in this paragraph provided. Any
taxes levied against the Corporation with respect to the Property, the fees of the Trustee, and any
other expenses directly attributable to the Property shall be included in the Additional Rental
payable under the Sublease. Any taxes levied against the Corporation with respect to real
property other than the Property, the fees of any trustee or paying agent under any resolution
securing bonds of the Corporation or any trust agreement other than the Trust Agreement, and
any other expenses directly attributable to any facilities other than the Property shall not be
included in the administrative costs of the Property and shall not be paid from the Additional
Rental payable under the Sublease. Any expenses of the Corporation not directly attributable to
any particular project of the Corporation shall be equitably allocated among all such projects,
including the Property, in accordance with sound accounting practice. In the event of any
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question or dispute as to such allocation, the written opinion of an independent firm of certified
public accountants, employed by the Corporation to consider the question and render an opinion
thereon, shall be final and conclusive determination as to such allocatior. The Trustee may
conclusively rely upon a Certificate of the Corporation in making any determination that costs
are payable as Additional Rental under the Sublease, and shall not be required to make any
investigation as to whether or not the items so requested to be paid are expenses of operation of
the Property.

Consideration. Such payments of Base Rental Payments and Additional Rental
for each Lease Year or portion thereof during the term of the Sublease shall constitute the total
renta! for such Lease Year or portion thereof and shall be paid or payable by the County for and
in consideration of the right of the use and possession of, and the continued quiet use and
enjoyment of, the Property. On the Closing Date, the County shall deliver a certificate to the
Corporation and the Trustee which shall set forth the annual fair rental value of the Property.
The parties to the Sublease have agreed and determined that the annual fair rental value of the
Property is not less than the maximum Base Rental Payments payable unde- the Sublease in any
year. In making such determinations of annual fair rental value, consideration has been given to
a variety of factors including the replacement costs of the existing iriprovements on the
Property, other obligations of the parties under the Sublease, the uses and purposes which may
be served by the improvements on the Property and the benefits therefrom which will accrue to
the County and the general public.

The parties to the Sublease acknowledge that the parties thereto may amend the
Sublease from time to time to increase the Base Rental Payments payable under the Sublease so
that Additional Certificates may be executed and delivered pursuant to the Sublease and the
Trust Agreement. The proceeds of such Additional Certificates shall be used for any lawful
purpose. Notwithstanding anything to the contrary contained the Sublease, the Sublease may not
be amended in a manner such that the sum of Base Rental Payments, including Base Rental
Payments payable pursuant to such amendment, and Additional Rental with respect to the
prorated portion of Outstanding Certificates and Additional Certificates secured by the Property
in any year is in excess of the annual fair rental value of the Property and other land and
improvements leased to the County under the Sublease.

Payment; Credit. Each installment of Base Rental Payments payable under the
Sublease shall be paid in lawful money of the United States of America to or upon the order of
the Corporation at the principal corporate trust office of the Trustee in Los Angeles, California,
or such other place as the Corporation shall designate. Any such installment of rental accruing
under the Sublease which shall not be paid when due shall remain due and payabie until received
by the Trustee, except as provided in the Sublease, and to the extent permitted by law shall bear
interest at the rate of ten percent per annum from the date when the same is due under the
Sublease until the same shall be paid. Notwithstanding any dispute between the County and the
Corporation, the County shall make all rental payments when due, without deduction or offset of
any kind, and shall not withhold any rental payments pending the final resolution of any such
dispute. In the event of a determination that the County was not liable for said rental payments
or any portion thereof, said payments or excess of payments, as the case may be, shall, at the
option of the County, be credited against subsequent rental payments due under the Sublease or
be refunded at the time of such determination. Amounts required to be deposited by the County
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with the Trustee pursuant to the Sublease on any date shall be reduced to the extent of available
amounts on deposit on such date in the Base Renta] Payment Fund, the Interest Fund or the
Principal Fund.

Annual Budgets; Reporting Requirements. The County has covenanted under the

Sublease to take such action as may be necessary to include all Base Rental Payments and
Additional Rental payments due under the Sublease in its operating budget for each fiscal year
commencing after the date of the Sublease (an “Operating Budget™) and to make ali necessary
appropriations for such Base Rental Payments and Additional Rental payments. In addition, to
the extent permitted by law, the County has covenanted under the Subiease to take such action as
may be necessary to amend or supplement the budget appropriations for payments under the
Sublease at any time and from time to time during any fiscal year in the event that the actual
Base Rental Payments and Additional Rental paid in any fiscal year exceeds the pro rata portion
of the appropriations then contained in the County’s budget.

Application of Rental Payments. All Base Rental Payments received shall be

applied first to the interest components of the Base Rental Payments due under the Sublease,
then to the principal components (including any prepayment premium components) of the Base
Rental Payments due under the Sublease and thereafter to all Additional Rental duc under the
Sublease, but no such application of any payments which are less than the total rental due and
owing shall be deemed a waiver of any default under the Sublease.

Rental Abatement. Except to the extent of (2) amounts held by the Trustee in the
Base Rental Payment Fund or held by the County in the Certificate Reserve Fund, (b) amounts
received in respect of use and occupancy insurance, and (c) amounts, if any, otherwise legally
available to the Trustee for payments in respect of the Certificates, during any period in which,
by reason of material damage, destruction, title defect, condemnation, there is substantiai
interference with the use and possession by the County of any portion of the Property, rental
payments due under the Sublease with respect to the Property shall be abated to the extent that
the annual fair rental value of the portion of the Property in respect of which there is no
substantial interference is less than the annual Base Rental Payments and Additional Rental, in
which case rental payments shall be abated only by an amount equal to the difference. In the
event the County shall assign, transfer or sublease any or all of the Property or other rights under
the Sublease, as permitted by the Sublease, for purposes of determining the annual fair rental
value available to pay Base Rental Payments and Additional Rental, annual fair rental value of
the Property shall first be allocated to the Sublease as provided therein. Any abatement of rental
payments pursuant to the Sublease shall not be considered an Event of Default as defined in the
Sublease. The County waives the benefits of Civil Code Sections 1932(2) and 1933(4) and any
and all other rights to terminate the Sublease by virtue of any such interference and the Sublease
shall continue in full force and effect. Such abatement shall continue for the period commencing
with the date of such damage, destruction, title defect or condemnation and ending with the
substantial completion of the work of repair or replacement of the portions of the Property so
damaged, destroyed, defective or condemned.

In the event that rental is abated, in whole or in part, pursuant to the Sublease due
to damage, destruction, title defect or condemnation of any part of the Property and the County is
unable to repair, replace or rebuild the Property from the proceeds of insurance, if any, the
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County has agreed under the Sublease to apply for and to use its best efforts to obtain any
appropriate state and/or federal disaster relief in order to obtain funds to repair, replace or rebuild
the Property.

Prepayment of Rental Payments. The County may prepay, from eminent domain
proceeds or net insurance proceeds received by it pursuant to the Sublease, all or any portion of
the components of Base Rental Payments relating to any portion of the Property then unpaid, in
whole on any date, or in part on any date in integral multiples of an Authorized Denomination so
that the aggregate annual amounts of principal components of Base Rental Payments represented
by the Certificates and any Additional Certificates which shall be payable aftar such prepayment
date shall each be in an integral multiple of an Authorized Denomination and shall be as nearly
proportional as practicable to the aggregate annual amounts of principal components of Base
Rental Payments represented by the Certificates and any Additional Certificates, with respect to
the portion of the Property so prepaid.

The County may prepay, from any source of available moneys pursuant the Trust
Agreement, all or any part {(in an integral multiple of an Authorized Denomination) of the

principal components of Base Rental Payments then unpaid so that the aggregate annual amounts
of principal componems of Base Rental Payments under the Sublease which shall be payable
after such prepayment date shall be as nearly proportional as practicable to the aggregate annual
amounts of principal components represented by the Certificates and any Additional Certificates
unpaid prior to the prepayment date, at a prepayment amount equal to the principal component

prepaid plus accrued interest thereon to the date of prepayment plus any applicable premium.

Before making any prepayment pursuant to the Sublease, at least 45 days before
the prepayment date the County shall give written notice to the Corporation and the Trustee
describing such event, specifying the order of Principal Payment Dates and specifying the date
on which the prepayment will be made, which date shall be not less than 30 nor more than 60

days from the date such written notice is given to the Corporation and the Trustee.

Additional Certificates. In addition to the Certificates to be executed and
delivered under the Trust Agreement the County may, from time (o time, but only upon
satisfaction of the conditions to the exccution and delivery of Additional Certificates set forth in
the Trust Agreement, enier into 2 Supplemental Trust Agreement (o execute and deliver
Additional Certificates on a parity with the Certificates and any previously executed and
delivered Additional Certificates (unless otherwise provided in the related Supplemental Trust
Agreement), the proceeds of which may be used for any lawful purposc by the County, as
provided in the Supplemental Trust Agreement, provided that prior to or soncurrently with the
execution and delivery of the Additional Certificates, the County and the ('orporation shall have
entered into an amendment to the Sublease, providing for an increase in the Base Rental
Payments to be made under the Sublease subject to the limitations set forth in therein.

Certain Covenants

Insurance. The County shall secure and maintain or caus¢ to be secured and
maintained at all time with insurers of recognized responsibility or through a program of self-
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insurance or self-funding to the extent specifically permitted in the Sublease, all coverage on the
Property required by the Sublease. Such insurance shall consist of :

(1) A policy or policies of insurance against loss or damage to the Property
known as “all risk,” including flood, but excluding earthquake, which shall be maintained at any
time in an amount per occurrence at least equal to the lesser of (i} the cumulative replacement
values of the Property and, in the case of a policy covering more than the Property, as permitted
by the next succeeding sentence, any other property which is the subject of a lease, installment
purchase agreement or other financing arrangement for which bonds, certificates of participation
or other obligations shall have been issued (“Obligations™) or (ii) the unpaid principal or face
amounts due on all Obligations and Certificates which are Outstanding; provided that the amount
of coverage required by this sentence may be reduced to a smaller amount if an insurance
consultant or insurance broker retained by the County provides written advice to the Trustee that,
based upon its evaluation of the County’s maximum foreseeable loss in the event of a major
conflagration, windstorm, explosion, riot, flood or similar event, a specified smaller amount is
believed to be reasonable given the nature of the risks insured and the proximity of the insured
properties to each other. The County is, however, under no obligation to provide insurance

aggregate to the amount required by the preceding sentence. Such insurance may at any time
include a deductible clause providing for a deductible not to exceed $100,000 for any one loss
(except for flood, in which case the deductible may not exceed $250,000 for any one loss). The
County may obtain such coverage as a joint insured with one or more other public agencies
located within or without the County of San Diego which may be limited in an amount per
occurrence in the aggregate for all insureds as described in the first sentence of this paragraph
(1). Otherwise conforming policies satisfying the requirements of this paragraph (1) may
provide that amounts payable as coverage under this paragraph (1) may be reduced by amounts
payable under paragraph (3) for the same occurrence, and vice versa.

(2) In the event that such coverage is not included in paragraph (1) above,
boiler and machinery Coverage against loss or damage by explosion of steam boilers, pressure
vessels and similar apparatus now or hereafter installed on the Property in an amount not less
than $50,000,000 Per occurrence; provided, however, that the amount of coverage required by

the County’s maximum foreseeable loss in the event of loss or damage by steam boilers, pressure
vessels and similar apparatus now or hereafter installed on the Property, a specified smaller
amount is believed to be reasonable. Such insurance may be in the form of a policy which
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provide that amounts payable as coverage under this paragraph (2) may be reduced by amounts
payable under paragraph (3) for the same occurrence, and vice versa.

(3) Rental interruption insurance to Cover loss, total or partial, of the use of
any part of the Property as a result of any of the hazards covered by the insurance required
pursuant to paragraph (1) or (2) above, as the case may be, in an amount sufficient at all times to
pay the total rent payable under the Sublease for a period adequate to cover the period of repair
or replacement, but in no event shall such policy be in an amount less than two years’ Base
Rental Payments for the Property; provided that such rental interruptiori insurance may be
included in the policy or policies provided pursuant to paragraph (1) or (2) without increasing the
aggregate limits for coverage with respect to any hazard covered thereby. Such insurance also
may be in the form of a policy which covers the Property and one or more additional parcels of
real property leased or owned by the County. The County also may obtain an otherwise
conforming policy required by this paragraph (3) as a joint insured with one or more other pubhic
agencies within or without the County of San Diego which may, with respect to any hazard, be
limited in aggregate amount for all insureds to the amount of the policy or policies required
pursuant to paragraph (1) or (2) above, as the case may be, which insures against such hazard.
Otherwise conforming policies satisfying the requirements of this paragraph (3) may provide that
amounts payable as coverage under this paragraph (3) may be reduced by amounts payable under
paragraph (1) or (2), as the case may be, for the same occurrence, and vice versa.

The County shall collect, adjust and receive all moneys which may become due
and payable under any policies contemplated by paragraphs (1) and (2) above, and, may
compromise any and all claims thereunder and shall transfer the net procezds of such Insurance
as provided the Sublease or in the Trust Agreement. The Trustee shall not be responsible for the
sufficiency of any insurance required in the Sublease. ‘The Trustee shall be fully protected in
accepting payment on account of such insurance or any adjustment, compromisc or settlement of
any loss agreed to by the County.

Any insurance policy issued pursuant to paragraph (1) or (2) above shall be so
written or endorsed as to make losses, if any, payable to the County, the Corporation and the
Trustee as their respective interests may appear and the net proceeds of the insurance required by
paragraphs (1) or (2) above shall be applied as provided in the Sublease. The net proceeds, if
any, of the insurance policy described in paragraphs (1) and (2) above shall be payable to the
County for deposit in the Insurance Proceeds and Condemnation Awards Fund. The net
proceeds, if any, of the insurance policy described in paragraph (3) above shall be payable to the
Trustee and deposited in the Base Rental Payment Fund. Each insurance poticy provided for n
the Sublease shall contain a provision to the effect that the Insurance company shall not cancel
the policy or modify it materially and adversely to the intcrests of the Corporation or the Trustee
without first giving written noticc thereof to the Corporation and the Trustee at least 30 days in
advance of such intended cancellation or modification.

Notwithstanding the above provisions, as an alternative to sroviding the insurance
required by paragraph (1) above, the County may provide a self-insurance or self-funding
method or plan of protection for any part or all of the requirements [or such insurance and,
through such a plan or method, provide for deductible or retention amcunts greater than those
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contemplated by paragraph (1) above. Any such self-insurance or self-funding maintained by the
County pursuant to the foregoing shall comply with the following terms:

(1) the self-insurance or self-funding program shall be approved by an
Insurance Consultant;

(i)  the self-insurance or self-funding program shall include a reasonable
claims reserve fund out of which each self-insured or self-funded claim and any deductible
amount authorized by paragraph (1) above shall be paid; prior to the end of the first Lease Year,
the adequacy of each such fund shall be evaluated by an Insurance Consultant who shall also
evaluate the appropriateness of the reserving methods and practices employed in establishing and
maintaining each such fund; any deficiencies in any claims reserve fund shall be remedied in
accordance with the recommendation of the Insurance Consultant and any recommended
changes in the reserving methods or practices shall be adopted in accordance with the
recommendation of the Insurance Consultant; after the first Lease Year, at least annually and not
later than January 31 of each year that is a Lease Year, the County shall provide to the Trustee a
report by either the independent accountants which provide the audit report on the County’s
annual audited financial statements or by an Insurance Consultant, as selected by the County, as
to the appropriateness of the reserving and self-funding methods and practices employed by the
County in funding the claims funds, and any changes recommended by the report shall promptly
be implemented by the County;

(i}  the claims reserve fund shall be held in a separate fund by the County but
may be invested as other County funds are invested in the San Diego County Pooled Investment
Fund; and

(iv) in the event the self-insurance or self-funding program shall be
discontinued, the soundness of its claim and deductible or retention reserve fund, as determined
by the Insurance Consultant, shall be maintained.

The County shall file a Certificate of the County with the Trustee and the Insurer
not later than January 31 of each year certifying that the insurance policies required by the
Sublease are in full force and effect and that the Corporation and/or the Trustee is named as a
loss payee on each insurance policy which the Sublease requires to be so endorsed. The County
will provide the Insurer with copies of such insurance policies upon request. The Trustee shall
have no responsibility whatsoever for determining the adequacy of any insurance required under
the Sublease.

Title Insurance. The County has agreed and covenanted under the Sublease to
deliver or cause to be delivered to the Trustee on the Closing Date a CLTA leasehold owner’s
policy or policies, or a commitment for such policy or policies, with respect to the Property with
liability in the aggregate amount equal to the principal amount of Certificates secured by the
Property. Such policy or policies, when issued, shall name the Trustee as the insured and shall
insure the leasehold estate of the County in the Property subject only to such exceptions as do
not materially affect the County’s right to the use and occupancy of the Property.
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Damage, Destruction, Title Defect and Condemnation; Use of Net Proceeds. 1f
prior to the termination of the term of the Sublease (a) the Property or any portion thereof 1s
destroyed (in whole or in part) or is damaged by fire or other casualty; or (b) title to, or the
temporary use of, the Property or any portion thereof or the estate of the County or the
Corporation in the Property or any portion thereof is defective or shall be taken under the
exercise of the power of eminent domain by any governmental body or by any person or firm or
corporation acting under governmental authority, then the County and the Corporation will causc
the net proceeds of any insurance claim or condemnation award to be applied to the prompt
repair, restoration, modification, improvement or replacement of the damaged, destroyed,
defective or condemned portion of the Property, and any balance of the net proceeds remaining
after such work has been completed shall be paid to the County; provided, tnat the County, at its
option and provided the proceeds of such insurance or condemnation award together with any
other moneys then available for the purpose are at least sufficient to prepay the aggregate annual
amounts of principal and interest represented by Outstanding Certificates and Additional
Certificates attributable to the portion of the Property so destroyed, damaged, defective or
condemned (determined by reference to the proportion which the annual fair rental value of the
destroyed, damaged, defective or condemned portion thereof bears to the arnual fair rental value
of the Property), may elect not to repair, reconstruct or replace the damaged, destroyed, defective
or condemned portion of the Property and thereupon shall cause said proceeds to be used for the
prepayment of Qutstanding Certificates and Additional Certificates pursuart to the provisions of
the Trust Agreement. Notwithstanding any other provision in the Sublease, the County shall only
prepay less than all of the Outstanding Certificates and Additional Certificates if the annual fair
rental value of the Property after such damage, destruction, title defect cr condemnation is at
least equal to the aggregate annual amount of principal and interest represented by the
Outstanding Certificates and Additional Certificates not being prepaid.

In the event that the proceeds, if any, of said insurance or condemnation award are
insufficient cither to (i) repair, rebuild or replace the Property so that the fair rental value of the
Property would be at least equal to the Base Rental Payments or (ii) to prepay all the Qutstanding
Certificates and Additional Certificates, both as provided in the preceding paragraph, then the
County may, in its sole discretion, budget and appropriate an amount necessary, but in no event
more than the net proceeds available from any insurance claim or condemnation award described
in the Sublease, to effect such repair, rebuilding or replacement or prepayment; provided that the
failure of the County to so budget and/or appropriate shall not be a breach of or default under the
Sublease.

Tax Covenants. The County will not take any action, or fail to take any action, 1f
such action or failure to take such action would adversely affect the exclusion from gross income
of the interest evidenced and represented by the Certificates and any Additional Certificates
pursuant to Section 103 of the Code, and specifically the County will not directly or indirectly
use or make any use of the proceeds of the Certificates and any Additional Certificates or any
other funds of the County or take or omit to take any action that would cause the Certificates or
any Additional Certificates to be “arbitrage bonds” subject to federal income taxation by reason
of Section 148 of the Code or “private activity bonds” subject to federal income taxation by
reason of Section 141(a) of the Code or obligations subject to federal income taxation because
they are “federally guaranteed” as provided in Section 149(b) of the Code; and to that end the
County, with respect to the proceeds of the Certificates and any Additional Certificates and such
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other funds, will comply with all requirements of such sections of the Code to the extent that
such requirements are, at the time, applicable and in effect; provided, that if the County shall
obtain an Opinion of Counsel to the effect that any action required under this section is no longer
required, or to the effect that some further action is required, to maintain the exclusion from
gross income of the interest evidenced and represented by the Certificates and any Additional
Certificates pursuant to Section 103 of the Code, the County may rely conclusively on such
opinion in complying with the provisions the Sublease. In the event that at any time the County
is of the opinion that for purposes of the Sublease it is necessary to restrict or limit the yield on
the investment of any moneys held by the Trustee under the Trust Agreement or otherwise the
County shall so instruct the Trustee in writing, and the Trustee shall take such action in

accordance with such instructions.

To the ends covenanted in the Sublease, the County specifically has agreed to
ensure that the following requirements are met:

(1N No more than five percent of the Property (determined both on the basis of
space and on the basis of cost) shall be used in the trade or business of one or more
nongovernmental persons (not including the portion of the proceeds properly allocable to
facilities expected to be used by an organization described in Section 501(c)(3) of the Code).

(2) The County will not invest or allow to be invested proceeds of the
Sublease, the Certificates or any Additional Certificates at a yield in excess of the yield on the
Sublease, the Certificates and such Additional Certificates, except to the extent allowed under
the Tax Certificate.

(3) The County will rebate or cause to be rebated any amounts due to the
federal government, as provided in the Tax Certificate.

Events of Defaults and Remedies

Defaults. The following events shall be “Events of Default” under the Sublease
and the terms “Event of Default” and “Default” shall mean, whenever they are used in the
Sublease, any one or more of the following events:

(1) The County shall fail to deposit with the Trustee any Base Rental Payment
required to be so deposited by the close of business on the day such deposit is required pursuant
to the Sublease, provided, that the failure to deposit any Base Rental Payments abated pursuant
to the Sublease shall not constitute an Event of Default;

(2) The County shall fail to pay any item of Additional Rental when the same
shall become due and payable pursuant to the Sublease; or

(3) The County shall breach any other terms, covenants or conditions
contained in the Sublease or in the Trust Agreement, and shall fail to remedy any such breach
with all reasonable dispatch within a period of 30 days after written notice thereof from the
Corporation to the County; provided, however, that if the failure stated in the notice cannot be
corrected within such period, then the Corporation shall not unreasonably withhold its consent to

C-43



an extension of such time if corrective action is instituted by the County within such period and
is diligently pursued until the default is corrected.

Upon the happening of any of the Events of Default specified in the Sublease, it
shall be lawful for the Corporation or its assignee, subject to the terms of the Sublease, to
exercise any and all remedies available or granted to it pursuant to law or under the Sublease.

The Corporation or its assignee, in addition to all other rights and remedies it may
have at law, shall have the option, without terminating the Sublease, to collzct each installment
of rent as it becomes due and enforce any other term or provisions of the Sublease to be kept or
performed by the County; provided, however, that the Corporation or its assignec may not
exercise any right of entry upon or repossession of the Property. Upon the occurrence of an
Event of Defauit, the Corporation or its assignee nmust thereafter maintain the Sublease in full
force and effect and may only recover rent and other monetary charges as tney become due, all
without terminating the County’s right to possession of the Property, regardless of whether or not
the County has abandoned the Property; THIS SHALL BE THE SOLE AND EXCLUSIVE
REMEDY AVAILABLE AGAINST THE COUNTY UNDER THE SUBLEASE OR
OTHERWISE. In such event, the County shall remain liable and has agreed to keep or perform
all covenants and conditions contained in the Sublease o be kept or performed by the County
and, to pay the rent to the end of the term of the Sublease and further has agreed to pay said rent
and/or rent deficiency punctually at the same time and in the same manner as hereinabove
provided for the payment of rent under the Sublease (without acceleration).

The Corporation expressly waives the right to receive ary amount from the
County pursuant to Section 1951.2(a)(3) of the California Civil Code.

[n addition to any Event of Default resulting from breach by the County of any
agreement, condition, covenant or term of the Sublease, if the County’s interest in the Sublease
or any part thereof assigned, sublet or transferred without the written consent of the Corporation
(except as otherwise permitted by the Sublease), either voluntarily or by operation of law; or the
County or any assignee shall file any petition or institute any proceedings under any act or acts,
state or federal, dealing with or relating to the subject of bankruptcy or insolvency or under any
amendment of such act or acts, either as a bankrupt or as an insolvent or as a debtor or in any
similar capacity, wherein or whereby the County asks or seeks or prays to be adjudicated a
bankrupt, or is to be discharged from any or all of its debts or obligations, or offers to its
creditors to effect a composition or extension of time to pay its debts, or asks, seeks or prays for
a reorganization or to effect a plan of reorganization or for a readjustment of its debts or for any
other similar relief, of if the County shall make a general or any assignment for the benefit of its
creditors; or the County shall abandon or vacate the Property or any portion thereof (except as
permitted by the Sublease); then in each and every such case the County shall be deemed to be in
default under the Sublease.

Neither the County nor the Corporation shall be in default in the performance of
any of its obligations under the Sublease (except for the obligation to make Base Rental
Payments pursuant to the Sublease) unless and until it shall have falled to perform such
obligation within 30 days after notice by the County of the Corporation, as the case may be, to
the other party properly specifying wherein it has failed to perform such obligation.
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The County and Corporation and its successors and assigns shall honor the
exclusive nights of the County to use the Property.

Amendments to Sublease

The Sublease may be amended in writing as may be mutually agreed by the
Corporation and the County, subject to the written approval of the Trustee; provided, that no
such amendment which materially adversely affects the rights of the Owners shall be effective
unless it shall have been consented to by the Owners of more than 50% in principal amount of
the Certificates and Additional Certificates Outstanding, and provided further, that no such
amendment shall (a) extend the payment date of any Base Rental Payment, or reduce the interest,
principal or prepayment premium component of any Base Rental Payment, without the prior
written consent of the Owner of each Certificate and Additional Certificate so affected, or (b)
reduce the percentage of the principal amount of the Certificates and Additional Certificates
Outstanding the consent of the Owners of which is required for the execution of any amendment
to the Sublease. So long as the Insurer is not in default under the Municipal Bond Insurance
Policy, the Insurer shall receive written notice, at least thirty days in advance of soliciting
consents of Owners, with respect to each amendment of the Sublease requiring the consent of
Owners.

The Sublease and the rights and obligations of the Corporation and the County
thereunder may also be amended or supplemented at any time by an amendment thereof or
supplement thereto which shall become binding upon execution without the written consents of
any Owners, but only to the extent permitted by law and only for any one or more of the
following purposes --

(a) to add to the agreements, conditions, covenants and terms required by the
Corporation or the County to be observed or performed in the Sublease and other agreements,
conditions, covenants and terms thereafter to be observed or performed by the Corporation or the
County, or to surrender any right or power reserved in the Sublease to or conferred therein on
the Corporation or the County, and which in either case shall not materially adversely affect the
interests of the Owners;

(b) to make such provisions for the purpose of curing any ambiguity or of
correcting, curing or supplementing any defective provision contained in the Sublease or in
regard to questions arising thereunder which the Corporation or the County may deem desirable
or necessary and not inconsistent with the terms of the Sublease, and which shall not materially
adversely affect the interests of the Owners; '

(c) to effect a Substitution or Removal in accordance with the Sublease;

(d) to facilitate the issuance of Additional Certificates as provided in the
Sublease; or

(e) to make any other addition, amendment or deletion which does not
materially adversely affect the interests of the Qwners.
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Discharge of County

Upon the payment of all Base Rental Payments and Additional Rental payable
under the Sublease. all of the obligations of the County thereunder shall thereupon cease,
terminate and become void and shall be discharged and satisfied; provided, however, if any
Outstanding Certificates and Additional Certificates shall be deemed to have been paid by virtue
of a deposit of Base Rental Payments under the Sublease pursuant to the Trust Agreement, then
the obligation of the County under the Sublease to make Base Rental Payments thereunder shall
continue in full force and cffect until the Qutstanding Certificates and Additional Certificates so
deemed paid have in fact been paid, but such payments shall be made solely and exclusively
from moneys and sccurities deposited with the Trustee as contemplated by the Trust Agreement,
and that shall be the sole source of satisfaction of the County’s obligation to make Base Rental
Pavments, The time period for giving notice by the County to the Corporation and the Trustee
specified in the Sublease shall not apply incident to the payment to the Owners of all
Outstanding Certificates and Additional Certificates in accordance with the Trust Agreement.

ASSIGNMENT AGREEMENT

The Corporation will assign its rights to receive Base Rental Payments from the
County under the Sublcase to the Trustec for the benefit of the Owners of the Certificates
pursuant to the Assignment Agreement, the terms of which are summarized below. These
summaries do not purport to be complete or definitive and are qualified in their entireties by
reference to the full terms of the Assignment Agreement.

Assignment

The Corporation unconditionally grants, transfers and assigns to the Trustee,
without recourse, (i) all right, title and interest of the Corporation as lessee under the Lease, (ii)
all rights of the Corporation to receive the Base Rental Payments scheduled to be paid by the
County under and pursuant to the Sublease for the benefit of the Owners of the Certificates, (iii)
all rents, profits and products from the Property to which the Corporation has any right or claim
whatsoever under the Sublease, (iv) the right to take all actions and give all consents under the
Sublcase, (v) the right of access more particularly described in the Sublease and (vi) any and all
other rights and remedies of the Corporation in the Sublease as lessor thereunder for the purpose
of (a) paying all sums due and owing to the Owners of the Certificates under the terms of the
Trust Agreement; and (b) performing and discharging each agreement, covenant and obligation
of the County contained in the Sublease and in the Trust Agreement.

Acceptance

The Trustec accepts the assignment for the benefit of ~he Owners of the
Certificates, subject to the conditions and terms of the Trust Agreement, and all such Base Rental
Payments shall be applied and all such rights so assigned shall be exercised by the Trustee as
provided in the Trust Agreement.
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Conditions

The Assignment Agreement shall confer no rights and shall impose no obligations
upon the Trustee beyond those expressly provided in the Trust Agreement. The Trustee shall not
be responsible for the accuracy of the recitals in the Assignment Agreement. The Trustee is
entering into the Assignment Agreement solely in its capacity as Trustee under the Trust
Agreement and not in its individual or personal capacity. The Trustee is not responsible for the
duties or obligations of the Corporation under the Lease or the Sublease or for any recitals,
covenants, representations or warranties of the Corporation thereunder.
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APPENDIX D

BOOK-ENTRY SYSTEM
General

Purchasers of beneficial ownership interests in the Certificates will not receive certificates
representing their interests in the Certificates purchased. The Underwriters will confirm original issuance
purchases with statements containing certain terms of the Certificates purchased.

The following information concerning DTC and DTCs book-entry system has been obtained
from sources the County believes to be reliable; however, the County takes no responsibility as to the
accuracy or completeness thereof. There can be no assurance that DTC will abide by its procedures
or that such procedures will not be changed from time to time.

The Certificates will be held by DTC as securities depository. The ownership of one fully registered
Certificate for each maturtty of Certificates, each in the aggregate principal amount of such maturity, is
registered in the name of Cede & Co., as nominee for DTC. DTC, an automnated clearinghouse for securities
transactions, will act as securities depository for the Certificates. DTC is a limited-purpose trust company
organized under the laws of the State of New York, a member of the Federal Reserve System, a *“clearing
corporation” within the meaning of the New York Uniform Commercial Code, and a “clearing agency”
registered pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934, as amended.
DTC was created to hold securities of its participants (the “DTC Participants™) and to facilitate the clearance
and settlement of securities transactions among DTC Participants in such securities through electronic book-
entry changes in accounts of the DTC Participants, thereby eliminating the need of physical movement of
securities certificates. DTC Participants include securities brokers and dealers, banks, trust companies,
clearing corporations, and certain other organizations, some of whom (and/or their representatives) own
DTC. Access to the DTC system 1s also available to others such as banks, brokers, dealers and trust
companies that clear through or maintain a custodial relationship with a DTC Participant, either directly or
indirectly (the “Indirect Participants™).

Beneficial ownership interests in the Certificates may be purchased by or through DTC Participants.
Such DTC Participants and the persons for whom they acquire interests in the Certificates as nominees will
not receive certificated Certificates, but each such DTC Participant will receive a credit balance in the
records of DTC in the amount of such DTC Participant’s interest in the Certificates, which will be confirmed
in accordance with DTC’s standard procedures. Each such person for whom a DTC Participant acquires an
interest in the Certificates, as nominee, may desire to make arrangements with such DTC Participant to
receive a credit balance in the records of such DTC Participant, and may desire to make arrangements with
such DTC Participant to have notices of prepayment, or all other communications of the County to DTC
which may affect such persons, forwarded in writing by such DTC Participant and to have notifications made
of all payments of principal of or interest on his beneficial interest. NEITHER THE COUNTY NOR THE
TRUSTEE WILL HAVE ANY RESPONSIBILITY OR OBLIGATIONS TO DTC PARTICIPANTS, OR
THE PERSONS FOR WHOM THEY ACT AS NOMINEES WITH RESPECT TO THE CERTIFICATES
IN RESPECT OF THE ACCURACY OF ANY RECORDS MAINTAINED BY DTC OR ANY DTC
PARTICIPANT; THE PAYMENT BY DTC OR ANY DTC PARTICIPANT OF ANY AMOQUNT IN
RESPECT OF THE PRINCIPAL OR PREPAYMENT PRICE OF OR INTEREST REPRESENTED BY
THE CERTIFICATES; ANY NOTICE WHICH IS PERMITTED OR REQUIRED TO BE GIVEN TO
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CERTIFICATE HOLDERS UNDER THE TRUST AGREEMENT; THE SELECTION BY DTC OR ANY
DTC PARTICIPANT OF ANY PERSON TO RECEIVE PAYMENT IN THE EVENT OF A PARTIAL
PREPAYMENT OF THE CERTIFICATES; OR ANY OTHER ACTION TAKEN BY DTC AS
CERTIFICATE HOLDER. .

The County and the Trustee may treat DTC (or its nominee) as the sole and exclusive owner of the
Certificates registered in its name for the purposes of payment of the principal or interest represented by the
Certificates, giving any notice permitted or required to be given to registered owners under the Trust
Agreement, registering the transfer of the Certificates, or other action to be taken by registered owners and
for all other purposes whatsoever, and shall not be affected by any notice to the contrary. Conveyances of
notices and other communications by DTC to DTC Participants, by DTC Participants to Indirect Participants,
and by DTC Participants and Indirect Participants to Beneficial Owners will be governed by arrangements
among them, subject to any statutory and regulatory requirements as may be in ef‘ect from time to time.
Interest and principal will be paid by the Trustee to DTC, or its nominee. Disbursement of such payments
to the DTC Participants is the responsibility of DTC and disbursement of such payments to the Beneficial
Owners is the responsibility of the DTC Participants or the Indirect Participants.

SO LONG AS CEDE & CO. IS THE REGISTERED OWNER OF THE CERTIFICATES, AS
NOMINEE OF DTC, REFERENCES HEREIN TO THE OWNERS OR HOLDERS OF THE
CERTIFICATES (OTHER THAN UNDER THE CAPTION “TAX MATTERS” HEREIN) SHALL MEAN
CEDE & CO. AND SHALL NOT MEAN THE BENEFICIAL OWNERS OF THE CERTIFICATES.

Discontinuance of DTC Services

In the event (1) DTC, including any successor as securities depository for the Certificates,
determines not to continue to act as securities depository for the Certificates; (11) DTC shall no longer so act
and gives notice to the Trustee of such determination, DTC services will be discontinued. If the County
determines to replace DTC with another qualified securities depository, the County shall prepare or direct
the preparation of a new single, separate, fully registered Certificate for each of the maturities of the
Certificates, registered in the name of such successor or substitute qualified securities depository or its
nominee or make such other arrangement acceptable to the County, the Trustee and the successor securities
depository, or its nominee or make such other arrangement acceptable to the Courity, the Trustee and the
successor securities depository as are not inconsistent with the terms of the Trust Agreement. If the County
fails to identify another qualified securities depository to replace DTC then the Cerificates shall no longer
be restricted to being registered in the Certificate registration books in the name of Cede & Co., but shali be
registered in such names as are requested in a certificate of the County, in accordance with the Trust
Agreement.
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APPENDIX E
FORM OF LEGAL OPINION

Upon the execution and delivery of the Certificates, Orrick, Herrington &
Sutcliffe LLP, Los Angeles, California, Special Counsel proposes to issue their approving
opinion in substantially the following form:

[Date of Delivery]

County of San Diego
1600 Pacific Highway
San Diego, California 92101

$73,115,000
County of San Diego
Certificates of Participation
1998 Down e Refundin
(Final Opinion)

Ladies and Gentlemen:

We have acted as Special Counsel in connection with the execution and delivery
of $73,115,000 aggregate principal amount of County of San Diego Certificates of Participation
(Downtown Courthouse Refunding) (the “Certificates™). In such connection, we have reviewed
a lease, dated as of January 1, 1999 (the “Leasc™), between the County of San Diego (the
“County”) and the San Diego County Capital Asset Leasing Corporation (the “Corporation”), a
sublease, dated as of January 1, 1999 (the “Sublease”), between the County and the Corporation,
a trust agrecement, dated as of January 1, 1999 (the “Trust Agreement”), among State (the
“Trustee™), the County and the Corporation, a tax certificate of the County, dated as of the date
hereof (the “Tax Certificate™), an assignment agreement, dated as of January 1, 1999 (the
“Assignment Agreement”), between the Corporation and the Trustee, opinions of counsel to the
County, the Corporation and the Trustee, certificates of the County, the Trustee, the Corporation
and others and such other documents, opinions and matters to the extent we deemed necessary to
render the opinions set forth herein. Capitalized terms not otherwise defined herein shall have
the meanings ascribed thereto in the Trust Agreement.

Certain agreements, requirements and procedures contained or referred to in the
Trust Agreement, the Lease, the Sublease, the Tax Certificate, the Assignment Agreement and
other relevant documents may be changed and certain actions (including, without limitation,
defeasance of the Sublease) may be taken or omitted under the circumstances and subject to the
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terms and conditions set forth in such documents. No opinion is expressed herein as to any
Certificate or the intercst portion of any Base Rental Payment if any such changes occurs or
action is taken or omitted upon the advice or approval of counsel other than curselves.

The opinions expressed herein are based on an analysis of existing laws,
regulations, rulings and court decisions and cover certain matters not directly addressed by such
authorities. Such opinions may be affected by actions taken or omitted or events occurring after
the date hereof. We have not undertaken to determine, or to inform any person, whether any
such actions are taken or omitted or events do occur. Our engagement with respect to the
Certificates has concluded with their execution and delivery, and we disclaim any obligation to
update this letter. We have assumed the genuineness of all documents and signatures presented
to us (whether as originals or as copies) and the due and legal execution and delivery thereof by,
and validity against, any parties other than the County. We have not undertaken to verify
independently, and have assumed, the accuracy of the factual matters represented, warranted or
certified in the documents, and of the legal conclusions contained in the opnions, referred to in
the first paragraph hereof. Furthermore, we have assumed compliance with all covenants and
agreements contained in the Lease, the Sublease, the Trust Agreement, the Tax Certificate and
the Assignment Agreement, including (without limitation) covenants and agreements compliance
with which is necessary to assure that future actions, omissions or events will not cause the
interest portion of Base Rental Payments to be included in gross income for federal income tax
purposes.

In addition, we call attention to the fact that the rights and obligations under the
Certificates, the Lease, the Sublease, the Trust Agreement, the Tax Certificate and the
Assignment Agreement and their enforceability are subject to bankruptcy, insolvency,
rcorganization, arrangement, fraudulent conveyance, moratorium and other laws relating to or
affecting creditors’ rights, to the application of equitable principles, the exercise of judicial
discretion in appropriate cases, and to the limitations on legal remedies agamst counties in the
State of California. We express no opinion with respect to any indemnif cation, contribution,
choice of law, choice of forum or wavier provisions contained in the foregoing documents nor do
we express any opinion with respect to the state or quality of title to or interest in any of the real
or personal property described in or subject the lien of the Sublease, the Lease or the Trust
Agreement or the Assignment Agreement or the accuracy or sufficiency of the description of any
such property contained therein. Fmally, we undertake no responsibility for the accuracy,
completeness or fairness of the Official Statement or other offering material relating to the
Certificates and express no opinion with respect thereto.

Based on and subject to the foregoing, and in reliance thereon, as of the date
hereof, we are of the following opinions:

1. The County is a political subdivision organized and existing under and by
virtue of the Constitution and laws of the State of California.

2. The Lease, the Sublease and the Trust Agreement have been duly executed
and delivered by the County and, assuming due authorization, execution and delivery by the
other parties thereto, constitute valid and binding obligations of the County.



3. The obligation of the County to make the Base Rental Payments during
the term of the Sublease constitutes a valid and binding obligation of the County, payable from
funds of the County lawfully available therefor, and does not constitute a debt of the County or
of the State of California within the meaning of any constitutional or statutory debt limit or
restriction, and does not constitute an obligation for which the County or the State of California
is obligated to levy or pledge any form of taxation or for which the County or the State of
California has levied or pledged any form of taxation.

4, Assuming due authorization, execution and delivery of the Trust
Agreement and the Certificates by the Trustee, the Certificates are entitled to the benefits of the
Trust Agreement.

5. The portion of each Base Rental Payment designated as and constituting
interest paid by the County under the Sublease and received by the registered owners of the
Certificates is excluded from gross income for federal income tax purposes under Section 103 of
the Internal Revenue Code of 1986 and is exempt from State of California personal income
taxes. Such interest is not a specific preference item for purposes of the federal individual or
corporate alternative minimum taxes, although we observe that it is included in adjusted current
earnings when calculating corporate alternative minimum taxable income. We €Xpress no
opinion regarding other tax consequences related to the accrual or receipt of such interest or the
ownership or disposition of the Certificates.

Faithfully yours,

ORRICK, HERRINGTON & SUTCLIFFE LLP

per
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APPENDIX F

FORM OF CERTIFICATE INSURANCE POLICY

F-1



(This Page Intentionally Left Blank)



Ambac Assurance Corporation
Mbac ¢'e CT Corporation Systems.
44 Ease Mufflin Streer, Madisen, Wisconsin 53703

Admunistracive Otfice:

Municipal Bond Insurance Policy e S oy ey York, New York 10004

Essuce: Policy Number:

Bonds: Premium:

Ambac Assurance Corporation (Ambaci A Wisconsin Stack Insurance Company

in considerarion ot the paymenc of che premium and subjece ta the terms of chis Policy, hereby agrees to pay to United States Trust Cumpuny
of New York, as trustee. or its sicvessor {the "Insurance Trustee™). for the benefit of Bondholders. that porcion uf the pringggl of and interest
on the above-described debr obligations (the "Bonds™ which shall become Dug for Payment bur shall be unpaid by reased Nonpayment by
the Issuer,

Ambac will make such pavments to the Insurance Trusree within one (1} business day following notification: t
a1 Bondholder's preseneation and sursender to the Insurance Trustee of such unpaid Bonds or appurtenanga . unc WA\ bearer
form and free of any adverse claim. che insurance Trustee will disburse to (he Bondholder the face ars ' ApNmel interest Wuch s

shall be fully subrogated to al! of the Bondhalder's righe to payment.

In vases where the Bonds are issuable only in a4 form whereby principal is payable to regs 1IrRgssigys. the Insurance
Trastee shull disburse principal o a Bondholder as aforesaid only upon presencation an the unpard Bond,
uncanceled and free of any adverse claim. rogether with an instrument of assignme surance Trusree, duly
executed by the Bondholder or such Bondholder's duly authorized representay Bond to be registered in
¥ in le to registered Bondholders
or their assigns, che Insurance Truseee shal! disburse inrerest ro a BonghoNer as afo ation to the Insurance Trustee of
proof char the claimant is the person entitled to the payment of ingg Insurance Trustee of an instriment of

assignment. in form sarisfactory to the Insurance Truscee, duly ex v Mer or such Bondholder's duly authorized
representacive, transterring ro Ambac all cights under sux &N oM respect of which che insurance disburscinent was
made. Ambac shall be subrogared 1 all thie Bondholdg yst¥ed BEnds co the extent of the insurance disbursemcnts
s0 made.

In the event the trustee or paying agent for th of principal of or interest on a Bond which has become Due
for Payment and which is made to a Bo t of the Bonds has been deemed a preferential rransfer and
thervrofore recovered from its registere fiees Bankrupeey Code in accordance wich 4 final. nonappealable order
of a court of competent jurisdictio i . ) pled to payment from Ambac to the extent of such recovery if sutficient

funds are not ocherwise available.

Aue Pr Payment”, when referring to cthe principal of bonds, is when the stated maturity
o) of a1 required sinking fund installment has been reached and dovs not refer 1o any
Peall for redemprtion (other than by application of required sinking tund installments),
\A0d, when referring to interest on the Bonds, is when the stated date for payment of interest
i, "Nonpayment” means the failure of the Issuer o have provided sufficient funds to the paying agen for
of and interest on the Bonds which are Due for Payment.

Tiurs Polides cel¥ apremium on this Policy is not refundable for any reason, including paymenr of the Bonds prior ro maruricy

7 | ; for any ) £ pay P ricy
st loss of any prepayment or other acceleration payment which ar any rime may become due in respect of any
le option of Ambac, nor against any risk orher than Nonpayment.

bac has caused chis Policy to be affixed with 4 facsimile of its corporare seal and to be signed by its duly aurhorized
officets in 0 become effective as its original seal and signatures and binding upon Ambac by vircue of the counrersignature of its duly

authorized representative,

3
/ . e
Secretary

President

Etfective Dare: Authorized Representative

UNITED STATES TRUST COMPANY OF NEW YORK acknowledges chat it . /' -
has agreed to perform tite duties of Insurance Trustee under this Policy. ANt ’d@v

Form No. Gh-0063 (7 57y A- Aurhorized Officer



Ambac Assurance Corpuraiion
Mbac /o CT Corporation Systents
44 East Miftlin Street. Muadison, Wisconsin 53703
Administrutive Oftice:

One State street Plaza. Neve York, New York 10004
Endorsen1ent Telephane: (212 668-0354

Policy tor: Attuched 1o and foraming part of Policy Noo

Fftecuve Date of l-',ndnr.sck it

>

In the event that Ambac Assurance Corporatior \
under the Policy would be excluded from covers '\ " Insurance Guaranty
Association. estabhished pursuant to tli

be\ened

upon Amac byAirghe of the countersignature of 1ts duly authorized representative

Ambac Assurance Corporation

ol

President Secretary

Authorized Represerative

Form No  2B0015 107/97









